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ABSTRACT

- The purpose of this study was tb create a new model of retirement hous1ng
which takes into account the realities of growing old in Canada. Although old age

'is commonly perceived as being symonomous with poverty and the lack of physical
“and mental capability the reality is quite different. Many older Canadians have

acquired a substantial financial asset over their working lives - the equity in

" their homes. Also, the elderly have been increasingly able to live active and.

Jargely independent lives. Chronic disease, frailty and loneliness may affect
their ability to maintain their existing homes but, in most cases, does not
necessitate a move to an institution. ’

The housing scheme developed takes those factors into account. Based on the
assumptions that residential real estate values will continue to increase over.
the long-term the scheme has the fo]]ow1ng characteristics: First, the design
and management of the accomodation is modeled on the British system of sheltered
housing - small projects of independent 1living units with a resident manager/
helper. Second, a condominium legal structure is utilized allowing the older
persons to purchase their own units. Third, the financial arrangements include
the participation of private developer/investor. Fourth, the financial
arrangments allow the owner-occupiers to purchase their units at discounted
prices in return for consigning - on an 1ncrementa1 and accumu]at1ng basis - a
share of their equity to the investor.

The financial viability of the scheme was tested by means of a computer sim-
ulation model. Although the return to the private investor is slow in being
realized,. liquidity is lacking and the cash flow is irregular and not predict-
able, the scheme has the potential to be an attractive long-term investment. Also
the basic model could, within the context of a government program, be adapted for
use by non-profit sponsors.

The scheme provides the elderly owner-occupier with the security of lifetime
sheltered accomodaiton along with some of the advantages of homeownership. Also,
by trading down to the smaller purpose-built units they can "free-up" some
capital which could be used to supplement their incomes.

Based on the number of elderly homeowners and the current value of the1r
homes there exists a substantial market for this form of retirement housing.
Furthermore, from the results of focus group interviews, there appears to be
general support for the concept. However, financial institutions expressed strong
reservat1ons about participating in this type of scheme
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EXECUTIVE SUMMARY

1. Background

As the population of Canada ages over the next several decades
there will be an increasing demand for housing. designed specifically
for the aged. The providers of this housing must take the following

factors into consideration:

0 A]ong'with a significant increase in 1ife expectancy there has
also. been an improvement in the generé] health of the old over
the last decade. Contrary to popular be]fef mogt old people are
able to maintain a re]ativé]y high level of self-sufficiency in
their latter years. ‘A1though most will not require institutional
care many will need a level of security and support which'is

often unavailable in existing housing.

o 01d age is not synonomous with poverty. The financial status of
fhe majority of older Canadians has improved over the. years and

will continue to improve.

0 Noninéome components of economic welfare cannot be ignored in
assessing the demand/need for retirement accomodation. The
largest proportion of the wealth of older Canadians is in the
form of home equity. Currently, this asset can be realized only
when the house is sold. Consequently, many older homeowners are

unable to benefit from the use of it during their lifetime.
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o Although the value of residential real estate varies widely be-
tween regions, cities and neighbourhoods, over the long-term it
" has generally appreciated at a rate higher than that of tre

Consumer Price Index.

o Homeownership provides the older person with social status, con-
trol over their residential environment and a measure of personal

and financial security.

o For many older homeowners the family house can become a burden as
it is often too large, inconveniently located and difficult and

expensive to maintain. It can also be socially isolating.

o The model of "assisted independent living" developed in Britain -
_ She]tered housing - has proven to be very successful in meeting
the accomodation needs and preferences of many older people. It
consists of 'specia11y designéd "projects of 20 to 50 self-
_contained units located close to public transportatiqn and neigh-
bourhood amenities. Each project is equipped with an emergency
caf] system and communa] space. A resident warden is brovided to
help in an emergency, co-ordinate services and generally insure

the well-being of the residents.

2. Purpose of Study

With the previous1y noted factors in mind the purpose of this
study was to develop a new form of retirement housing based on two

assumptions: - inflation would continue to be an economic reality; and
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residential real estate would continue to appreciate at a faster rate

than inflation.

The‘main objectives of the new housing scheme are:

o To provide'a'form of finan;ing based on the concept of gradual’

equity diséavings.

o To provide a form of financing which would encourage the private

sector to build retirement housing.

0o To provide the government with a means of encouraging greater

self-reliance among the elderly.

o To improve the elderly's standard of living by allowing them to

use their capital assets during their lifetime.

3. The Proposed Scheme

The principal components of the scheme are:

Tenure:
o The elderly residents and an investor share a financial and legal
interest in the housing with the resident retaining some of the

rights associated with freehold tenure.

0 Residence 1is restricted to those above a specified minimum

age.
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Design ahd Management:
o The projects are patterned after the British style of sheltered
housing with management responsibility and operatiné costs pos-

_sibly shared between. residents and an inyestor/manager.

FinancialiArrangements:'

o The largest prdportion of a project's capital cost comes from the
sale bf units. In return for a lower than market price and the
guarantee of ghe1£ered accomodation for 1ife the elderly purchaser
cbnsigns - on an incremental and accumulating basis - a share of
their equity to an investor. This accumulating debt is paid from
the proceeds of_the.unit'§ sale when the owner-o;cupief dies or

voluntarily moves.

o Individual and/or institutional investment é;counts vfor the
remainder of the.capita] cost of the housing. As each unit becomes
vacant .and is resold the'investor receives a refurn made up of a
share of the appreciation in the value of the_unit and a "resi-
dence fee" payable by the outgoing owner-occupier or hi;/her

estate.

0 Undef non-profit development the investor's éhare of the capital
cost is provided by conventional mortgage financing with govern
ment guarantees to contribute the nécessary funds to meet the
schédu1ed amortization péymehts when project ‘revenues are insuf-

ficient.



4, The Simulation Model

A computer simulation model of the finantia1 operation of a proto-

typical project was developed incorpdratfng the following steps:

o The determinétfon; by a stochastic or -chance brocess, of\the num-
ber of "deaths" or unit vacancies which occuf edch year based on
the ages (incremented yearly) and Séx of the‘residents and the
fact that a vacated unitvis resold to a person of the same age and

sex as that of»the initially specified resident.
o The calculation of a rebate to the outgoing owner-occupier based

on the original purchase price plus a portion of the appreciation

less the accumulated annual residence fee.

o A year by year accounting of the project's financia] transactions
including the number of units sold, revenue from sales, amount
rebated and net cash flow to investor.

The sensitivity of the model was first tested given the following

two considerations:

o On the basis of historic returns on real estate and other invest-
ments and the unique characteristics of this scheme, the minimum
real rate of return on capital necessary to attract investors was

estimated to be 6 percent;

o Given the importance of future property appreciation to the via-

bility of the scheme it was felt that the risk would have to be
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shared by both the investor and the owner-occupiers. This meant
that the purchase price, share of appreciation and residence fee
had to be chosen so as to insure a minimum return to the invéstor
in the eventué]ify-that the property value would not appreciate
over the average length expectancy of the owner;occupiers; On the .
other hand, if the property appreciated significantly the owner-

occupiers (or their estates) should also benefit.

Based on the results of the preliminary simulation the following

- parameters were chosen for‘subsequentvana1ysis of the model:

o Project size: 49 units for sale with 1 unit provided for the

resident manager.
o Market value: $71,429/unit.

) Prjcé'tO'e1der1y purchasefs: $53,571/unit in a privété]y

deVe1oped project and $50,000/unit in a non-profit project;

o Age and sex of owner-occupiers: single women with ages distri-

buted between 70 and 80.

o Projected average annual appreciation Eate: between O and 9

percent with 6 percent chosen as the most realistic rate.

o Estimated operating costs payable by‘investor(s): . if applicable

$30,627 per year -irepresenting 25 percent of project total.
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o Owner-occupiers' share of appreciation: 25 percent in privaté

project and 35 percent in non-profit project.

"0 Accumulating residence fee: $275/month in private prbject and

$285/month in. non-profit project.

5. Four Variants of the Modé1

Table A outlines the participation of an investor in four variants
of the basic model which were examined using data generated from the

simulation.

Table A

Participation of Investor(s) in Four
Variants of Basic Financial Model

Investor's share of:

Variant Initial Purchase Operating Appreciation
: market price costs '
value of :
Counit.
1. Private Sector - $71,429 25%. 25% 75%
2. Private Sector $71,429 25% 0% 75%
3. Private Sector $71,429 25% 25% 75%
(tax incentive) '
4. Non-Profit $71,429 30% - 0% 65%
(mortgage) _
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The first two variants are for privately deve]oped schemes. In one
case thé‘fnvestor pays 25 percent of the total operating costs and in
the other the residents pay all the costé. For both these variants the
net cash flows and the capital contributions of the investor were used
to cé]cu]ate the internal rate of return (IRR) as the measure of return
on investment. A reversionary value of the investor's intérest in the
property was not included in these ca1¢u1ations.

The third variant was based on the assumption that the proposed
scheme could be developed glong the lines of a MURB - where the Income
Tax Act was changed to encourage construction of rental housing. In
return for tax writé-offs small investors would be encouraged to pur}
chase shares in the project. Consequently, cash flow data from a simu-
-lation were aha]ysed from the pefspective of ‘a $5,000 unitholder in a
limited partnership with a marginal tax rate of 50.32 percent who
bought when construction began and sold twelve years later.

The fourth variant of the model was based on the assumption that a
non-profit developer could obtain mortgage financing for the investor's
share of the capital cost if the government guaranteed to meet short
falls in mortgage payments in those years where insufficient revenues
were generated. In other years the project would pay all excess
revenues to the gqverhment. By discounting the cash flows to and from
the government over the term of the mortgage it was possible to examine

the feasibility of this approach.
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6. Results of the Simulation

Table B sumnarizes the simulated average annual real rates of
return - under several appreciation and inflation scenarios - for an

investor in variants 1 and 2 of the scheme. The figures indicate

ihat:

0 With the investment term held constant the IRR is a linear func-

tion of the rate of property value appreciation.

o Assuming a constant property value appreciation rate the IRR
increases logarithmically with the investment term over the thirty

year simulation period.

o In the early years the re]ative]y_]ow number and unpredictabi]ity
of deaths among the owner-occupiers can result in a negative (and

highly variable) rate of return.

o0 The variant in which the owner-occupiers pay all the operating
costs offers the investor a significantly better return. He can
expect to achieve a minimum average annual real rate of return of
6 percent in 15 years when appreciation is 3 percent and inflation
2 percent and in about 10 years when appreciation is 9 percent and

inflation 2 percent.
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Table B

Simulated Average Annual Real Rates of Return on Investment?

(Percent) -
Annual Annual - .
property Inflation Investment term for variant 1 C - Investment term for variant 2
appreciation (¢3] : }
(%) - 10 years® 15 years 20 years - 30 years 10 years? 15 years - 20 years 30 years
' 0.0 -12.7 . -1.1 8.4 111 -1.6 8.5 13.9 o2
3.0’ 2.0 -14.4 -301 6-3 N 8-9 -305 6.3 Il l7 12.9
4.0 -16.1 -4.9 4.2 6.8 -5.3 4.3 9.5 10.8
. 2-0 -6-9 4-7 10-3 13-4 2.5 12-7 15-6 17-4
6.0% 4.0 -8.6 2.7 8.2 11.3 0.5 10.5 4 15.2
6.0 -12.0 0.8 6.1 9.2 -1.4 8.4 11.3 13.0
2.0 =-6.7 12.3 ol o 17.7 7.0 17.3 20.3 21.5
9.0% 4.0 -8.5 10.1 15.5 2.9 15.0 18.0 19.2
6.0 8.0 7 13.3 1.0 12.8 15.7 16.9

-10.2

Calculated as IRR based on initial Investment of $467,000. The IRR's are averages of six simulations.

bvaries signlticantly between simulations.
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Using a limited partnership structure and tax assumptions applic-
ab]e to a MURB project thevanalysis of the simulation data indicates
that>a small investor in a high margiha] tax bracket would find the
scheme an attractive investment. Assuming that the limited partnership
sold-its interest in the projéét after 12 years ‘a $5,000 unitholder's
net- cash proceeds would be about $7,000. Because_of the tax benefits
accruing over this period the investment would have a present value of
$1,il2 (assuming a 12 pértent annual discount rate).

Analysis df the non-profit variant of the basic model reveals that
the government subsidies (or more correctly, loans), provided in.those
years when project cash flows were insufficient to meet mortgage pay-
ments, would be rebaid (with interest) by the end of the mortgage term
or shortly thereafter. Generally, the government payments would be
required' in the early years of the project and repayment Qou]d be
spread over the later years.

"~ The long-term cost of owner-occupied sheltered housing to elderly
“purchasers was also examined. Two measures of cost (excluding operating
expenses) were calculated for both a non-profit and a privately devel-
oped project. Table C summarize; those for ownership periods of from 1
to 15 years assuming an average annual property appreciation rate of 6

percent.
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Table C

Financial Position of Owner-Occupierd
Assuming 6 Percent Appreciation

Length of Equivalent monthly rentD Equivalent yearly rent toC

ownership ($) - original payment (%)
(years) : .
Non-profit Private sector Non-profit Private sector
project project project project
1 448 665 10.8 14.9
5 468 | 549 11.2 12.3
10 500 571 12.0 12.8
15 537 615 - 13.0 - 13.8
Non-profit Private sector
aInitial purchase price: $50,000 $53,571

Owner-occupief's share
of appreciation: 35% 25%

Owner-occupiers of private sector project pay 1ega1 and sales
fees equal to 4% of selling price.

quuiva]ent monthly rent =
appreciated value of investment - amount recovered on sa1e
(months of ownership)

CEquivalent yearly rent to original payment = :
appreciated value of investment - amount recovered on sale x 100
(years of ownership x purchase price)
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7. Consumer Attitudes

'Two focus groups were organfzed to record the opinions of elderly
homeowners to the propbsed'retirement'housing scheme. Overall, their
viewé were highly positive. Most had few or no reservations about thé
equity diséaving aspects. The prevd]ent feeling was that while it would
be nice to leave a bequest their main responsibility was to themselves.
As one woman suécinct1y put it, "A person should enjoy their money
while they're here."

| Many . of the respondents»stressed their'desire-for accomodation
which a11oweq them "contfo]" while providing them with "security". For
them the ownership feature of the scheme was most important. One woman
cpmmehted that it would be "...the next best thing to owning a house.
It gives you a sense of security."

The supportive and socia]Ae1ements of the housing were also viewed
pdsitive]&t The respondents recdgnized thét, in the words of an 80 year
old woman, "0O1d age is starting to créep up on us" and "an individual's
health condition can change very suddenly and dramatically" making some
support and asSistante necessary. Also, living in a sheltered project
was seen as an alternative to "being alone" - a situation whiéh one
respondent thought was exacerbated because "neighbours today are all so
busy that they haven't the time to take an interest in people éround

them."
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8; Investor Attitudes

In_order to ascertain the views ‘of potential investors.in this
type of séheme eight interviews'weré conducted with representatives of
pension funds, life insurance companies andv real estate investment
funds. These revealed a general consensus on a number of points. First,.
there was unanimity in their views on equity investment in residential
real estate - particularly in hous{ng for the elderly. In the words of
one respondent: “We hate getting into housing. The government has so
screwed-up the market - it's unpredictable. It's a sort of risk that,
frankly, we don't need." The fatt that this was.owner-occupied did not
moderate their.opinfon: "Maybe the government will put a maximum priée
restriction on what the unité can be sold for. Then comes the
legislation and it's the institutions against 50 little old ladies and
- guess who wins."

| Other concerns ment{oned were: manégement problems, the lack of
liquidity and Aregu1ar cash flows, thé relative comp]exjty of the
SCheme, their breference for short-tefm investments and the avail-
'abi1ity of commercial real estate inVéstments offering good rates of
.return. Hdwever; several respondents thought that a project sfructured
like a MURB could prove attractive to investors "playing with fifty
cent dollars." Also, the provision of debt financing for such a scheme
- .with_ governmentl guarantees - was considered a pdssibi]ity worth

examining.
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9. Legal Aspects

in Britain owner-occupied sheltered accomodation is most commonly
offered under ‘a leasehold arrangement whéré the elderly person buys a
long-term Qr_]ife lease to an individual Unit in a sheltered project.
The lease specifies the responsibilities and.ob1igations of the lessee
and the lessor (usually the fieeho1der,of‘the property) and any fiﬁan-
cial arrangements between the two concerning résa]e of the ]ease;

In Canada the use of. leasehold tenure would be unnecessary from a
legal point of view and impractical from a marketing standpoint. Here,
unlike England where the concept.ddes not exist, condominium'pfovide an

.appropriate and flexible vehicle for the development of owner-occupied
sheltered housing. Under a condominium framework each unit in‘a shel-
“tered project could be purchaﬁed by a share capital corporation, the
" sole shareholders being the owner-occupier and the investor-owner. A
shareholder's agreement wou]d-set out the rights ~and responsibilities

of the parties, including arrangements regarding resale.

_10. Conclusions.

The housing scheme outlined in this report offers elderly home-
owners an attractive housing optiqn. Not only does it allow the use of
home equity but it provides accomodation which is easier and more eco-
nomical to maintain, allows for spontanebus social contact with peers,

ensures security and support and encourages and sustains independence.
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'The promotion of the physical aod financial independence of the .
elderly through development of owner-occupied sheltered schemes would
also have advantages for society. Pub]ic‘ subsidies and tax-transfer
p}ograms could be more effectively used to raise the 1iving standards
of the asset and income poor. Also, development of sheltered projects
would increase the availability of existing family housing in estab-
lished neighbourhoods and decrease the need for institutional accomo-
dation.

| The scheme is not, howevef, without prob]ems; its financial via-
bility depends upon continuing appreciation of residential property
.values over the long-term; it geoerates an irregular and unpredictable
cash flow; and an investor might have to wait 10 or 15 years before he
would bégin to receive a reasonable return on his capital. In spite of -
these problems the scheme does have considerable potential for develop-
ment. And this process could be assisted by government incentives to
the brivate aod non-profit séctors through tax and other prograns..

The potential market for this accomodation is considerable if the
level of home equity among elderly Canadiahs is examined. However; the
Va]ue »of housing varies widely across the country:. Consequently,

| development wou]d be more-feasible in the*]arger.orban centres although
projects could be tailored to smaller tentres. In either case sites
within well established neighbourhoods and close to shopping and other
amenities would be essential.

The deve1opment of a proper marketing strategy would be critical

to the success of this scheme. There would undoubfed]y be considerable
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cbnsumer resistance because of its newness and the tendency of older
people to remain in their present accomodation. Consequently, a strat-
egy which emphasized an educational role would be essential. In addi-
tion, attention WOg1d'have to be devoted to idenfffying particular sub- -
market§ among the elderly and addressing their particular concerns.
Overall, the scheme outlined in this report has considerable
merit. However, much work remains to be done beforé its potential can

be realized and an actual prbject undertaken.
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1 INTRODUCTION

1.1 Background to Report

The concept of‘she1tered housing as a form of "assisted indepen- .
dent living" for the elderly has proven highly successful in Britain -
(Heumann and Boldy, 1982). First established more than thirty years
ago, she]téred housing schemes currently account for mbre'than 325,000.
units which house approkimate]y 5 percent of the couhtry's noninstitu-
tionalized elderly. Schemes are generally neighbourhood oriented, com-
prising 20 to 50 sma]} self-contained units close to public transporta-
tion, shopping and community amenities;'Each scheme is equipped with an
alarm system that enables the residents to ca]]Afor help in case of
accident or f]]ness. Also; a communal 1ounge _1s generally provided
where residents can socialize. Probably the most important component of
sheltered housing is the‘support element. Although variations exist 1h
the range of setvifés provided, the basic model consists of -a resident -
warden who is responsible for the maintenance of the bui]dihg, providés

help in an emergency, keeps an eye on the well-being of the residents
| and " acts as a -co-ofdinator of community and other services to the
residents.

" Until quite recently éhe]teréd housing was'bui]t'and managed only
as rental accomodation by local governments and non-profit housing
associations. Less than a decade ago the private sector Jjoined the
pub]ic and - voluntary sectors in .creating several forms of owner-
occupied shé]tered housing. An earlier rep@rt by the author (Sherebrin,

1982) detailed the nature and extent of this déve]opment.



It concluded that owner-occupied sheltered housing provides elderly
homeowners' with an attractivé housing option. Not only does it meet
their_needs for a safe and Supportivé residential environment, but it
_also encourages financial And ph&sica] ihdependence.. In addition,

extensive development of this typé of housing may broduce.significant‘
social benefits. For example, it could lessen the demand for institu-
tional and other types of publicly subsidized accomodation and increase

the supply of family housing in older residential areas.

1.2 Purpose of Report and Basic Assumptions

~Given the success of‘this latest approach to retirement housing
in Britain the purpose of this study was to develop a model of owner-
occupied sheltered housing suitable- for Widespread deve]opmént in
Canada. |

The mode] developed and described in this report is based>on the

following assumptions:

o Aging generally limits the physical capabilities of the indi-
vidual. However, some support services. combined with well
designed and located housing can ameliorate many of the problems

facing the elderly.

o The design and management features of the British model of
sheltered housing provides a residential environment which will
allow most older persons to maintain a high level of functional

independence right up to the time they die.



0 Many elderly Canadians are homeowners who have considerable equity

“in their homes.

V_ 0 In spite of the fact that many older mfdd]e c1assrpeop1e have
acchmu1eted financial assets over their working lives fhey are
reluctant to dissave. Their wealth -_1afge1y in home equity - is
seen as a guarantee of secgrity and independence- given the
uneertainty of how long they will live and the possible expenses

they will incur.

o For many e1der1y homeowners the family house has become too
large, with .upkeep and maintenance too difficult and expensive.
In addition, it may be located in an area that is no longer within

" convenient wa1king distance to shops and public transportation.

o In spite of»theudifficu1t1es‘aSSOC1ated with owning one's own
house, ownership does bestow status and a degree of control over
one's environment; considerations that become increasingly

important as physical capabilities decline with age.

o The choice of Aa]ternative -housing - for older homeowners is
limited. -A1thongh private companies,  non-profit groups and
charftab1e organizations do provide a range of accomodation types,
‘there is nevertheless a lack of housing'designed specifical]y:for
those older nidd1e class homeowners who, while experieneing some .
of Ihe.disabilities'associated with old age, wanf to remain in.

familiar neighbourhoods and live as independent1y as possible.




0 Maﬁy elderly homeowners would welcome thé opportunity of selling
their present. homes and purchasing specially designed sheltered
accdmodation. Furthermoré, they would be favourably disposed to
purchasing their units at a discounted price realizing that in
return their eqUity in the property would be gradually eroded over
time although they would have the security of tenure associated

with ownership.

0 By selling sheltered housing at a discounted price the potential
market would be significantly increased because many owners of Tow
to moderately priced houses would be‘ab1e to afford this more
suitable form of accomodation. As a result thefe ‘would be a

generaT improvement in the standard of 1living of older Canadians.

1.3 Outline of Report

This report is organized in five sections and‘a major appendix.
The following section provides the demographic, social, health and
economic rationale for developing an equity dissavings form of
sheltered housing in Canada. |

In Section 3 details of the.financia1 simulation model which was
developed to test the concept are described along with a discussion of
the choice of parameters used in the simulations.

Section 4 provides the results of the simulations. Four variants
of the basic model are analyzed from the perspective of a
developer/investor and the financial position of the owner-occupier is

examined.



Section 5 provides the results of two focus group interviews con-
ducted with a number of e]dek]yvpersdns in order to elicit their atti-
tudes on the proposed scheme. ATso presented in the Section are the
comments of representatives of a number of financial 1nsfitutions
regarding the investment opportunities such a scheme would present to
the private sector..

Appendix I is a discussion of the legal questions regarding the

most appropriate tenure for this type of housing.




2 THE HOUSING NEEDS OF THE ELDERLY

2.1 Demographic and Social Factors

Many _COhcerns  have been voiced recently by fhé media,
’ researchers; p1anners; service providers and.otheré about'ah impending
criéis created by a rapidly aging population. One concern focusses on
‘the heed to provide abpropriate.houéing for oUr blder'citiiens, This

is prompted by a number of facfors:

0 The'incfease in thevnumber and proportion‘of elderly -'éspecia11y
the Very old - which has occurred in Canada and is projected to
continue bver the next several decades, especially, and most
dramaticai]y, in the early 21st century as the "baby boom" éohort

reaches old age.

The 1981 Census recorded 2,360,975 persons aged 65 years and
~ over. This'represents an incréase of over 35 pefcent from the 1971
count and compares to an increase of about 13 percent for the popula-
tion as a whole. Table 2-1 shows how the chrent trend is expected to
continue well into the 21st century with an 1ncréasing proportion of
the population surviving to a very old age.

How this increase in the number of older persons will manifest
itse]f'és a démand for housing can on1y'be speculated upon. Stone and
Fletcher (i980:xiv) suggest that "at mo§t 85 percent of the need for
‘separate dwe]]ings for senior citizens was met in 1976". And that "The
proportion met is'expected to decrease as the.popU]at{on ages," Also,

‘they indicate that .their estimate does not take into account the need



Trend & Projection - Canada's Older Population, 1961 - 2031

‘Table 2-1

Economic Council of

Age . Census counts Statistics Canada projection B
Canada projection
1961 1971 1981 1986 1991 1996 20017

(Thousands) ’
65+ l,]9i 1,745 2,361 2,566 2,889 3,174 3,342 4,191 5,585 6,955
65-69 487 620 844 866 995 998 994 1,352 1,882 2,047
70-74 402 457 633 | 704 - 726 864 866 © 963 1,487 1,837
75-79 274 326 433 487 568 -~ 608 698 756 990 1,377
80+ 228 342 451 508 600 | 703 784 1,120 1,226 1,694
Total Pop. 18,238 21,568 24,343 26,259 27,902 | 29,317 30,656 33,662 36,]62 38,014

(Percent of Total Population)

65+ 7.63 8.09 9.70 E 9.80 10.35 ©10.83 10.90 12.45 15.44 18.30
65—69‘ 2.67 2.87 3.47 3.30 3.57 3.40 3.24 4.02 5;20 5.38
70-74 o 2.20 2.12 2.60 2.68 2.60 2.95 2.82 -2.86 4N 4.83
-75-79 ' 1.50 1.51 1.78 1.85 2.00 2.07 2:28 2.25 2.74 3.62
80+ | - 1.25 1.58 1.85 1.94 2.15 2.40 2.56 3.33 3.39 4.46

Sources: Statistics Canada (1973, 1974, 1983)

Denton & Spencer (1980)



for housing which provides the full range of facilifiés and services

required by the elderly.

oAThe continued 1ncrease -in_ the number of houSeholds headed by

persons 65 years or older - particularly one-person households.

In 1981, 1.394 million houﬁeho]ds were headed by persons 65 years:
or‘ over - an 18 percént incréase' frbm 1976 (the total number of
households in the'country grew by about 15 percent over this perféd).
: A]though this increase;is.]ess thah thaf projected in Tables 2-2 and
2-3 all ghdications are thét o]def persbns will be increasingly
disposed tdr heading their own households rather than 1living with
| relatives, etc. And in most cases this will mean living alone.

_ Between 1971 and 1981 the proportion of persons 75 and ‘over 1iv5ng
alone increased by about 77 percent. This‘ trend 15' particularly
_evident among older women: - "Between 1961 and 1976 the number of.women
agéd 75.and older who lived a]One.ihcreased three fold from 109,000 to
325,000 and the proportion 1iv1ng' alone nearly doubled‘.during the
period from 15% to 29%"_(F1etcher & Stone, 1982:29). Harrison (1981)
attributes this trend toward one-person households as due to a number
of social »andA economic factors; e.g., greater social acceptability,
desire for more ahtonomy, decreésed availability of re]atives‘with whom
to live due to a decline in ferti]ity‘ and increasing residential
mobility and a higher standard of 1iving. WThe signifigance of the
higher standard of living fs reffected in the number of aner-occupied
dwellings: of thoseupersons 55 years énd over living alone in 1976,
45.5 percent owned ‘their ~ homes a¢count1ng for 285.5 thousand

dwellings.



Table 2-2
Projected Growth of Household in Canada, 1976-19912

Period - Total Growth of households headed by persons aged 65+
o growth , ‘
(thousands) - thousands percent of total
1976-1981 1,066.6 - 218.4 - 20.5
1981-1986 989.2 200.8 ~20.3
. 1986-1991 . 886.5 : 236.5 ' . 26.7
1976-1991 2,942.3 _ - 655.7 o : 22.3

Source: Statistics Canada (1981)

dSeries B
‘ Table 2-3
Distribution of Households Headed by Persons Aged 65+ )

) , Actual ’ Projected

Year ' series
: - _ A B C

(thousands) - ' ' (thousands)

1976 1180.0 ~ - -
1981 1394.2 v . 1401.8  1398.4 - 1395.1
1986 _ ' 1627.0 1599.2 - 1591.5
1991 o - 1889.9 - 1835.7 1823.2
1996 o 2066.7 ~2002.8° 1985.2

2001 . _ ' 2185.5 - 2112.3 -~ 2089.3

Source: Statistics Canada (1981)



o The decline in the "family suppprﬁ network" available to the .

elderly.

The family has traditionally been the primary provider of assis-

tance and support to the elderly. While this is still the case a

" number of - factors "have eroded the nature ‘and availability of that

assistance and support. Probably the most important change is related

to the increasing number of widows, unmarried and divorced older women

_in the population. While older couples cah often mafntain their inde~

pendence by caring for each other, single peréoné hust look to children
or siblings for help. However, the “family support network" (F]etﬁher
& Stone, 1982) is becoming increasingly less able to pfovide adequate
support_for‘a number or reasons. Firét; declining fertility rates mean
fewer chi]drén to assist aging parents. Second, increaéed residential
mobility means that many children do not live close to their parents,
and third, the increasing participation .of women in the labour force

and the continued emphasis on the nuclear family means children have

~ less time and enérgy to acf as support providers to their elderly

parent(s). - In addition, "young-old" couples increasingly face the
prospect of providing support to elderly relatives on both sides of the

family. Overall then, any examihation of the housing needs of the

~elderly must take into account the social resources available to the

older population.

0 The increase in public expenditure' expected to be created by

substantial expansions in some services and programs.

- 10 -



The impact of an aging population on the national economy has been

an area of considerable concern for all levels of government

(e.g. Foot, 1979). While the projected demographic and social trends
will affect every facet of public expenditure including housing sub-
sidies provided to the e]dér]y, héa]th costs have come in for partic-
ular scrutiny. |
Schwenger and Gross (1981:133,143) point.out that based dh their
projections for Ontario "instithtiona1 and physician expenditures on
persons 65 years and over will nearly double (in constant dollars)
between 1976 and 2001 and will almost triple by 2026" and that "This
phenomenal growth- is fed particularly by the institutional sector, in
which the aged will require a doubling of tripling of patient days and
expanditure by 2001 and 2026 respectively." At the same time they
state that "... whereas the e]derly'use and benefit from social and
heaith services, there appear to be inefficiences: some of their needs
are not sufficiently assessed or met, and at the same time for many,
the system provides expensive services unsuited to their needs and dis-
couraging to their self sufficiency, se1f—esteem and initiative.” ‘With
these concerns in mind the need to develop Tess costly alternatives to

institutional care takes on a high priority. 4

2.2 The Reality of Aging

Although the demographic and social factors outlined above give
legitimate cause for concern about our ability to meet the housing

needs of the elderly the possibility of developing innovative solutions

to this problem may be partly obscured by two widely held miséon-_

ceptions concerning old age:

- 11 -



0 That old age is synonomous with poverty Many individda1s be]ieve '
that ret1rement is a stepp1ng -down from the m1dd1e class into
poverty. In their view econom1c deprivation and dependence are

seen as inescapable elements of the aging process.

0 That the process of aging involves a gradual buc progressive 1055

- of functiona] ability which inevitably resu]ts in an extended
Aperiod of near total dependency before death.‘ v-Therefdre,
1nst1tdtione1ization and/or the need for high 1eve1§ of personal -

support are unavoidable consequences of growing old.

While both of these views are based on reality it is necessary to
examine them in more detail in order to be able to differentiate fact

from myth.

2 2.2.1 The Economic Status of the E1der1y

The most widely accepted estimates of poverty among the elderly
are based on ihcome statistics. However, a number of economists have
recognized the shortcominger of .conventional 1income data as an
indication of "economic status" or "economic well-being" (see, for
example Morgan, 1965;‘Moon, 1976). Although current money income is
undoubtedly an important indicator of ability to. purchdse goods and
services it fails to capture the other resources available to the -
elderly. These include in;kind cransfer such as medical benefits, tax
'credits, imputed rent from owned houses and'other wealth accumu1ated

over the years.

- 12 -



~Wolfson (1981), fo} example, ignoring non-cash benefits, examined
the afféct of . adjustments for family size, the inclusion of imputed
rent from .owher-occupied housing and the inclusion of the annuity
equivalent of net worth on the distribution of income among various age
groups in Canada. He found fhat the inclusion of imputed rent had the
effect of raising the mean ihcome for those 65 year§ or over by more
than 15 percent.  The impact of including the annuity equivalent of
~other assets was even more pronounced, amounting to about a 60 percent
increase ih average income. His general conclusion_was not surprising:
that taking some account of wealth significantly affects the economic
~ position of the elderly. | |
Studies of the affect of wea]th‘bn tﬁé economic well-being of the
elderly are based on the life cycle theory of saving. According to
this theory people accumulate wealth when they ére young and working
- and decumulate it when they are old and retired.  In reality human
behavior does not follow fhis_simp]e fofmu]ation of the model. Dismis-
sing the motive of wanting to leave a bequesf (only a small percentage
- 4%'- of elderly persons stated this as a reason for saving in a re-
- cent American study) figures indicate that in 1970 the ratio of savings
to mean net worth for those over 65 in Canada was at a rate of +.8 per-
cent (DaQies, 1981). In other words older Canadians saved eight
dollars for evefy 1,000 dollars of netvworth.
Although "you can't take'it with you" and 1eav1ng a bequest is
apparently nqt an important objective for the middle class why theh do

older ‘Canadians not use their assets during their retirement years?

- 13 -



Davies (ibid.) has presented theoretical evidehce that where "insurance
markets fail to provide annuities sufffcieht]y attractive to out-weiéh
the greater transaction costs and inconvenience of saving in this forhﬁ
the slow dissavings or continued savings in old age can be explained in
terms: of "uncertain lifetimes". Translating from economic ‘theory to
human terms it seems that older persons hesitate to USe'savings knowing
that they could 1ive.another twenty years and be faced with unforeseen
expenses. In short, because people don't know when they will die most
will aie too rich because they have lived too poorly. Therefore, one
way of improvihg the 1iving standards of the e1der1y' would be to
deveiop a mechanism whereby they-coﬁ]d use their wealth (partigu1ér1y
- the eduity in their _homes) while retaining. the independence and

security that it otherwise represents.

2.2.2 The Health Status of the Elderly

From personal experience we knowl that aging 1is generally
accompanied by a decline in health. Statistics support thi§ view: in
1979, 86 percent of Canadians 65 years and over reported thaf they
suffered from at least one "health problem" compared to 57 percent of
those aged 15-65 énd 35 percent of those under 15 (Ableson, et 61.;
1983). Hdwever,' health préb]ems do not necessarily result in
disability. Among older Canadians 62 percent reported no limitation in
carryiﬁg out a major activity; 3 percent some limitation; 26 percent
substantial iiﬁitatidn and only 9 percent reported that they could no

longer do that major activity (ibid.).
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Although functibna1 ability does decline with age the relationship
is not linear. Recent research in the United States (Manton, 1982:204)
indicates that "not only is the rate of aging highly variab1e>among
individuals, but that ouf stereotype ‘of elderly persons seriously
underestfmates their abi]ity to maintain functional capacity at older
ages". Furthermore, "... disability data ... shows no current inerease
in disability with 11fe_expectancy increase at advenced ages and with
rates of institutidnalization over ages 85." In other words, not only
has the 1ife expectancy of older Americans (and older Canadians) signi-
ficantly increased over the last decade but so has their ability to
function in a productive and independent way until experiencing a
"drop" shortly before death. This improvement is attributable to-the
;fact that a1though chronic disease has not been e]jminated its severity -
has been reduced by medical advances eneb]ing the elderly person to
maintain "physica1.homeostasis" until a short time prior to death.

The fact that a large majority of the elderly are ab]e to maintain
é re]atﬁve]y high level of fUncfiona] independence is evident in the
institutionalization rates for the aged. -According to recent estimates
about 8 percent of the population 1n Canada eged 65 years and over is
in some kind of 1nsfitutien on any given day with 80 percent»being
"Tong-term residents";_i.e.‘those who had been receiviné care for one
month or more (Schwenger and Gross, 1980:251). Howeve?, even those
figures give canse for concern. On the basis of the 1981 population
this represents 189,000 persons. Whether they all require the specia]-'
ized care provided in institutions is a guestion which must be asked.

Possibly other accomodation would be more suitable. and less expensive.
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By. comparing the above figures to Eng]iéh and American statistics
it is evident that we have a greater tendehcy té institutionalize our
' e]der]y: rates of institutionalization in Eng]and'ahd the United States.'
are 5 and 6 percent respectively (ibid). In addition, researchers havev
recentjy questibned whether many of the elderly in institutions have
been suitably placed. -For example, a study in London, Ontario (Cape et
al., 1977:1286) found that for 8 percent of the individuals in the
sample “There was no apparent feason why [they] should have been in any
institution." If those requiring only a minimum level of care are also
considered the degree‘of unnecessary inétituionalization is even more
pronounced. One estimate is that 20 to 30 percent of those currently
in institutions could be more appropriate]y'housed in other accommo-
dation (Heumann and Boldy, 1982).

In spite of the fact that most elderly persons do not require
institutionalization and many of those who are in institutions in
Canada do not need to be there, a large number of older persohs do
experiencé difficulties with some of the "activities of daily living".
They also experience anxiety and concern about their well-being given
the possibility of sudden illness or accident. Hdwever, many of -these
difficu]ties and anxieties can be ameliorated by the provision of

minimal supportive services a1ong with the basic housing they occupy.



2.3 The Financial Position of Elderly Homeowners

2.3.1.>‘Income and Assets

It is not the purpose of this rebort to provide a detai]ed,
"analysis of the financial position of elderly homeowners. _Furthermbre,
there is no one source of published data on income, assets and
household charécteristics of fhis segment 6f the population. However,
data compiled from a variety of Statistics Canéda repprts and set out

in Tables 2-4 through 2-9 provide some useful insights.

"o In 1976 owner-occupied households headed by persons aged 65 years
and over - numbered 872,000; 62 percent of all elderly

households.

o In 1977 the average wealth of elderly homeowners was nearly
$67,000 for those without a morfgage and about $74,000 for those

with a mortgage.

o In 1977 ninety percent of elderly homeowners did not have a
mortgage and equity in their homes accounted for approximately 50
percent of ‘their total wea1th with miscellaneous savings

representing 28 percent.

o In 1977 the average wealth of elderly non-owner occupied

. households was $12,625.

o In 1976 the avérage income for elderly unattached individuals and
families .who were not -homeowners was' $4,787 and $9,451,

respectively.

- 17 -



.Tab1e 2-4

‘Wealth Composition of Families and Unattached Individuals
by Home-ownership Status for Head Aged 65+, Canada 1977

Component Home-ownership status
Without With A1l None Total
mortgage mortgage homeowners:- homeowners
Equity in business/farm/ _
profession 9.9 8.1 9.7 4.5 9.2
Equity in home 51.3 49.4 51.1 - 46.0
Equity -in all real
estate other than _
‘home 8.7 12.5 9.1 7.3 8.9
Market value of _
passenger cars 2.4 2.8 2.5 3.9 2.6
- Miscellaneous
net savings 27.6 27.3 27.5 84.3 33.2
Total 100.0 100.0 100.0 100.0 100.0
Average income in 1976 9,572 13,797 9,980 6,297 8,604
Average asset holding 67,293 84,238 68,930 12,806 47,957
Average debt 372 9,978 1,300 182 882
Average wealth 66,921 74,260 67,630 12,625 47,074
Estimated number '000 788 84 872 521 1,393

Source: Statistics Canada (1980)
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Table 2-5

Home Ownership and Income for Family Units with Heads
Aged 65 Years and Over, Canada 1977

Average Average
Proportion income equity '
(percent) 1976 in home
(dollars)
Unattached individuals 100.0 4,995 14,915
Homeowners | 46.8 5,231 31}839
with mortgage 3.3 5,662 |
without mortgage ' 43.5 5,198
Non-homeowners 53.2 4,787 -
~ Families ‘, 100.0 11,875 27,764
Homeowners - . 76.9 - 12,601 36,087
with mortgage - 8.5 16,651 |
without mortgage 68.4 | 12,095
Non-homeowners- : 23.1 9,451‘ | -
A1l units _ ~ 100.00 ' 8,604 21,655
Homeowners . | . 62.5 9,980 34,576
with mortgage 6.1 . 13,797 |
without mortgage - 56.6 9,572
Non-homeowners : 37.5 o 6,297 -

‘Source: Statistics Canada (1980)
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Table 2-6

Distribution by penslon status . ]

Selected Sfaflsflcs on the Economlc Status of Elderly Unattached Indlviduals and Famllles by Penslon Status®, Canada, 1979
Unattached Indlviduals® Married couples only® All famlly unltsd
Selected Statlstlics . Did not Dld not Dld not
Recelved recelve Recelved recelve Recelved recelve
penslon pension pension penslon penslion penslon
fncome Income Total Income Income Total Income Income Total
Average familly Income In 1979 ..cceececenssccccce’d 9,978 5,699 6,756 17,007 1,122 13,492 15,446 9,418 I1,288
Composlition of lIncome: percent
Earned Income 5.2 11.6 9.2 14.2 24.7 19.4 19:0 31.4 26,1
Investment Income 26.1 25.5 25.7 25.3 22.4 23.9 23.17 19.6 2].
Govaernment transfers: 33.4 61.2 Sl 31.9 51.4 41.5 30.2 47.17 40.3
OAS/GIS 22.5 51.0 40.5 20.9 40.6 30.6 19.6 37.2 29.7
CPP/QPP 9.5 " 6.5 7.6 9.5 7.5 8.5 8.8 6.0 7.2
Other 1.3 3.7 2.9 le5 3.3 2.4 1.9 4.5 3.3
Penslon Income 33.3 0.0 12.2 271.5 0.0 13.9 25.9 0.0 1.0
Other money Income 1.9 1.7 1.8 bel 1.5 1.3 1.2 1.3 bed
. Incidence of: .
Low Income® . 14.1 62.2 50.3 4.2 22.3 15.0 1.7 42.7 3).8
Participation In labour forcet 9.0 7.3 7.7 18.8 21.0 20.1 22.6 22.4 22.5
Income recelved from C/OPP 66.9 32.8 4].2 83.3 56.3 67.2 76.9 42.C 52.8
Home ownershlp 45.7 42.7 43. 77.6 76.2 76.8 65.6 59.0 61.0
Frequency ot mortgage Indebfedness
among home owners 10.0 6.9 7.4 10.3 8.5 9.2 11.6 9.2 10.0
EstImated nuMbEr esoesessescscsssscnsscescsscsl?000) 172 525 698 202 300 503 452 1,003 1,455
SamPle® SIZO ceecccscscessasenccscsssncosenss 644 2,210 2,854 914 1,698 2,612 1,887 4,917 6,804
24.6 75.4 100.0 40.2 59.8 100.0 3.1 68.9 100.0

8Penslon status corresponds to. recelpt of penslon Income nhlch Is deflned fo Include Income from work-related penslon plan(s) sponsored by one or .more
employers, beneflits recelved from Reglstered Retlrement Savings Plans, annulty payments, penslons pald to uldows or other relatlives of a deceasad

pensloner (excepting survivor's benefits pald under the Canada/Quebec Pension Plans),

Indlvlduals aged 65 or over llving alone or In a housshold wlth unrelated persons.

€Couples with husbands aged 65 years and over.

etc.

dalso Includes those. elderly couples and Individuals who have chlldren and/other relatives living with them and who are not shown sepnrafely In thls

table.

®Proportion of tamlly unlts who In 1979 had Incomes below the Statlstlcs Canada low Income cut-offs.

In Canada, 1979" (page 20).

'Pnrtlclpaflon In the labour force of elfher husband or wife or both at time of the survey.

Source: Canndlan_sfnflsflcal Review, November }981.

Survey of Consumer Flnances

1980.

See Cnf.

13-207 "Income Distributions by Slze
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Table 2-7

~ Distribution of Persons Aged 65 and Over
by the Family Status & Living Arrangements, Canada, 19772

Estimated - 1977 average .
number of income per " Proportion living
persons family unit in major cities
thousands percent (dollars) (percent)
Unattached individuals
aged 65+ ,
In own household “
Homeowners _ _ B
Males 63 3.2 5,089 ' 25.0
Females - 175 8.8 4,887 29.8
Tenants ‘
Males _ 52 - 2.6 5,970 - 56.6
Females - . 217 11.0 - 5,027 : 57.7
Not in own householdP , -
- Males ' 42 2.1 5,908 ' v 47.3
Females 71 - 3.6 - 5,01 - 32.2
Married couple,
Head aged 65+ '
With wife also 65+ ' o _
Homeowners 480 24.3 9,972 o . 34.2
Otherc ' ' 173 - 8.8 11,261 . 51.8
N1th wife under 65 '
Homeowners . 137 ' 6.9 10,667 - 32.0
Other , » 36 1.8 10,776 ' 62.1
Married couple, with
other relatives, head
aged 65+
With wife also 65+ _ S :
Homeowners 97 4.9 "~ 16,870 - : ’ 28.7
Other : - 23. 1.2 16,578 A 78.1
With wife under 65 :
Homeowners ‘ 71 3.6 18,259 33.1
Other ‘ 9 0.5 19,128 67.0
Other persons 65+ 1iving
with relatives : :
' Males - ’ 75 3.8 5,191 , 40.1
Females A , 253 - 12.8 4,313 f 47.0
Total - ' S 1,975 100.0 chees 41.0

‘Source: Statistics Canada.(1980)

814 major cities ’
Persons sharing a household with non-relatives
CMainly renters but also small number of lodgers, etc.
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TABLE 2-8

Percentage Distribution of One-Person Households With Head 65 Years of Age
and Over Within 1979 Household Income Groups by Tenure and by Type of Dwelling, CanadaI 1980

Total households ‘ - 1979 Household income group . Median Average
Estimated Percentage Under $3,000 34,000 36,000 I8 080 370,000 $16,000- household household

numbers $2,999  $3,999  $5.999  $7.,999  $9.999  $15,999 income income
, '000 % : '
Total Househoids 510 35 86 218 55 36 53 28 5,228 6,857
% 100.0 6.9 6.9 . 42.7 10.7 7.0 - 10.4 5.4
Ténure: ‘ ‘ - .

Owned | 246 48.2 52.3 47.3 48.2 43.7 54.3 46.0 51.2 5,215 . 6,789
With mort. . 18 . 3.6' ' 5.8 2.0 3.4 2.9 2.2 6.1 4.6 5,417 7,099
Without mort. 228 44.7 - 46.5 45.3 44.8 40.8 52.1 39.9 46.6 5,200 6,764

‘Rented 264 ~ 51.8 47.7 52.7 51.8 56.3 45.7 54.0 48.8 5,239 6,920
Type of dwe]ling: o . .

Single detached 217 42.5 45.8 43.9 421 35.7 54.6 39.4 40.2 5,186 6,637

Single attached 20 3.9 4.0 4.3 4.8 ‘ 3.5 0.7 2.8 2.6 4,928 5,662

Other : 273 53.6 50.2 51.8 53.0>, 60.8 44.7 57.8 57.2 5,288 7,118

Average number of: ,
Persons per household 1,00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Rooms per household 4.25 ' 4.50 4.03 4.10 4.20 4.7 4.49 4.83

_Persons per room S .22 .25 .20 .24 .21 .22 .21

Source: Statistics Canada (1982)



Table 2-9

Percentage D]Strlbutlon of Househo]ds With Head 65 Years of Age and Over Within ]979 Household Income hroups
by Household Size, by Tenure, and by Type of Dwelling, Canada, 1980

Median Average
income  income

Total households -

Estimated Percentage ' 3
numbers $4,000 $7 1999 $ll 999 $15 1999 $]9 1999 $24 1999 $29 1999 $34 1999 and over

'000 %
Total Households 1,303 . - 141 451 269 135 93 87 40 .20 57 8,886 12,304
1000 , o R _ : . ' | _
% 100.0 10.8 34.6 20.6 ~ 10.4 7.2 6.7 3 . 2.3 4.3
Household Size: 1,303 100.0 100.0  100.0 100.0  100.0. 100.0° 100.0  100.0  '100.0 100.0
1 Person 510 39.2 -86.1 - 60.5 22.6 - 20.7 1.5 10.0 8.0 5.0 6.0 5,228 6,857
2 Persons 612 47.0 12.4 36.3 168.8 60.0 58,1 56.4 52.0  49.5 '45.8 10,703 13,803
3 Persons 121 9.3 1.5 2.4 6.2 15.5 - 20.6 22.9  26.3 27.7 22.6 18,142 20,778
4-5 Persons 46 3.5 0.1 0.7 1.9 2.8 8.5 8.6 11.6 11.0 18.3 21,876 25,231
6 or More Persons 13 1.0 0.0 0.1 0.5 - 1.0 1.3 2.1 2.1 6.8 7.3 27,826 30,434
 Tenure: . . _ S ,
Owned 859 66.0 50.0 - 59.9 7.3 7.0 69.4 80.0  83.3 75.2 79.2 9,943 13,370
With mortgage 87 6.7 3.6 4.3 6.4 8.7 9.7 11.4 10.5 9.7 13.3 12,591 16,530
Without mort. 772 59.3 46.4 54.7 64.9  62.3 59.6 68.5 72.9 65.5 65.8 9,699 13,012
Rented 443 34.0 50.0 41.0 28.7 29.0 - 30.6 20.0 16.7 24.8  20.8 7,276 10,240
Type of dwelling: » : ' ‘ L
Single detached 775 58.0 45.7 51.9 64.8 60.5 58.3 69.1 67.7 66.6 68.8 9,815 13,236
Single attached 58 4.4 4.2 5.1 3.0° 2.8 . 5.4 3 11.0 3.6 5.4 7,964 12,859
Other 490 37.6 50.1 42.9 32.2 36.7 36.3 27.2 21.3 29.8 25.8 7,605 10,803
Average number of: _ ' V . ‘ , . ‘
Persons/Household 1.83 © 1.6 1.44 1.90 2.06 2.33 2.43 2.53 2.81 3.03
Rooms/Household ~ 5.02 . ' 4.32 4.56 5.10 5.25 _  5.5] 577 6.07 5.97 6.30

Persons/Room .36 ' .27 .32 .37 .39 .42 .82 42 .47 .48

Source: Statistics Canada (1982)



In 1976 the average incpme for elderly unattached individuals and

families who were homeowners was $5,32] and $12,601, fespective]y;

The average 1979 income of elderly unattached individuals who
received pension income was $9,978. Forty-six percent’

(épproximate1y 78,500) owned their home.

The . average 1979 income of elderly unattached individuals who did
not receive pension -income was <$5,699. Forty-three percent

(approximately 224,000) owned their home.

The average 1979 income of married couples where the husband was
aged 65 or over who received pension income was $17,007.. Seventy-

- eight percent (approximately 157,000) owned their home.

o The average 1979 income of married couples where the husband was
aged 65 or over who did not receive pension income was $11,122.

SeVenty-six percént (approximately 228,500) owned their home.

In 1977 approximately 175,000 é]der1y women and 63,000 elderly men
lived alone as owner-occupiers. Between 25 and 30 percent lived

in one of the 14 major cities.

In 1979 the distribution of elderly owner-occupiers living alone
by income was estimated to be: -

59,000 with an income less than $4,000;

105,000 with an 1nc6me between $4,000 & $5,999;

43,500 with an income between $6,000 & $9,Q§9;

38,500 with an incomé $10,000 or over.
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Overall, a 1ahge number of older CénadiansAare owner-occupiers
either living alone or with their spouse. Although many'are women with
'1ow or modest incomes they have acquired some assets over their working
A1i9es; the largest being the equity in their homes. Because of the
appreciation of'residential properties over the years - barticu]ar]y'
during the recent period of high inflation - the ownership of a house
has not only provided them with shelter but has proven to be a good
financial investmeht; . 4

A better estimate of current net worth of elderly homeowners can
-be 6bta1ned by examining'"residential property values. National,
regional/provincial, inter-urban and intra-urban variations in house
- prices and change§ in those:prices'over the last couple of decades are

outlined in the next section.

2.3.2 Home Equity

Values of residential property vary‘widely_across the country;
‘ Using_1981 MLS sales figures Table 2-10 shows- the general trend by
provﬁnce: British Columbia with the highest priced homes,.averagfng
$108,000 and New Brunswick with the 1owest; avéragingrabout-$43,000.
‘Table 2-11 .sﬁows that there are even greater differences between
selected cities. For examp1é, the average va]ué of,resa]é homes in
Sherebrookevwas $37,000'cdmpared fo $156,000 in Vancouver.

Not surprﬁsing]y when the historic data oh residential .property
" prices -are examinéd similar régional and inter-city trends' become

apparent. Table 2-12 shows that, nationa]]y,'prices have risen an
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Table 2-10

Average Dollar Value per MLS Transaction by Province/Region,

1971 and 1981

Average Annual

49,262

Province/Region - 1971 1982 Change 1971-81(%)
Brftish Co]umbia 22,813 108,013 -16;8
Alberta | 23,549 106,788 16.3
Saskatchewan 15,783. 60,567 4.4
~ Manitoba 18,358 - 52,366 11.1
Ontario 27,254. \72,600 10.3
" Quebec 23,829 57,708 9.3
Nova Scotia : 51,896
New Brunswick 43,500
P.E.I. | 45,237
Atlantic Canada 21,533 8.6

Source: Canadian Real Estate Association

. Data not available
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Table 2-1]

Average House Prices and House Price Changes
tn Urban Areas With Agling Population

* ** O OMLS MLS  MS Average Average
Centre Co LCI OADR average average average annual annual
1971 1976 sale sale sale change change
‘ price price price 1965-81 1972-81
1965 1972 1981 3 4
Barrie 1.04 .15 13,316 51,297 8.8
Brandon 1.26 11,000 43,711 9.0
Brantford CA 1.14 .17 23,140 49,560 8.8
Chatham 1,02 - <16 14,6672 . 54,967 8.6 .
Chilliwack CA 1.07 .18° 18,011 - 91, 935 . 19.9
Cobourg CA 1.13 .17 49 801
Cornwall «96 . J16 11,600 43 702 8.6
Fredericton CA. 095 27,179 44,736 5.7
Kingston CA . 96 16,042 49,761 7.3
.Lethbridge 113 <18 11,633 81,494 12.9
Lindsay 1+26 24 18,750 46,264 5.8
London CMA 1.0} : 13,330 57,802 - 9.6
Mediclne Hat CA 1.24 . 17 10,567 ' 72,292 12.8
Midland CA 1.06 .17 42,770
Montreal CMA 095 . 22,915 59,941 6.2
Moose Jaw 1.36 <21 9, 1735 43,786 9.9
North Battleford 1.15 «20 9, 680c 54,781 “11.4
Orillia 1,06 .18 I0 747 48,439 9.9
Owen Sound 1625 423 _10,184 37,879 8.6
" Peterborough CA le1) 17 11,353 : 45,825 9.1
St. Catharlines/ :
Niagara CMA 1.02 . 13,563 ) 50,295 8.5
St. John CMA «99 ; 20,488 44,197 8.9
Sherbrooke CA - 1.00 18,308 L 37,393 4.6
Simcoe 1,30 .22 13,860 51,408 'B45 :
Stratford 1.28 19 23,217 54,564 10.0
Swift Current 1.07 22 23,578 50,980 9.0
Thunder Bay CMA 1405 _ 20,230 57,917 12.4
Toronto .CMA «99 18,882 95,291 10.7
Vancouver CMA - 1.22 13,965 156,220 16.3
Victoria CMA 1+56 12,386 123,260 15.4
Windsor - <96 12,213 56,237 10.0
Winnipeg CMA 1.12 . 13,588 : 53,830. 9.0
Woodstock ) 1.15 <18 22,632 51,058 9.5
Yorktown - 1.20 23 - 52,316
3Chatham-Kent
Cobourg=Port Hope
CBattlefords

*Life Cycle Index (1971) = Population aged 45+ (Average Urban Can. LCI=.94)
Populaflon aged 0-14
Source: Ray, D. Mlchael {ed.), Canadian Urban Trends, vol. 1, 1976.

**Old Age Dependency Ratio (1976) = Population aged 65+
Population aged 15-64

Source: CMHC, Social Profiles: Quality of Life Measures for Medium-Sized
Canadian Citles, 1979.

-27 -




Table 2-12

Average MLS Sales Index for Province/Region, 1965-1981

[N \C o B (o S L = |

Year  B.C.  Alb. Sask. _ Man. Ort.  Que.  Atl. Can.  CPI
1965  56.6 60.3 73.3  73.9  61.7 9.8 70.3 64.8  80.5
1966  61.2 64.2 78.5 75.0 70.3 96.8 78.4 7.3 83.5
1967  70.8 68.8° . 86.8 75.3 78.1  100.2 76.1 77.7 86.5
1968 80.6 80.2  93.7 81.0 ' 87.2 102.0 80.8 86.5 90.0
1969 91.4  92.5 99.4  89.5 94.6 97.7  90.2 94.5 94.1
1970  92.5  98.3 102.3 94.9 94.6 98.2 - 90.6- 95.1 97.2
1971 100.0 -~ 100.0 100.0  100.0 1bo.o_ 100.0  100.0 100.0 100.0
1972 112,8_V  106.4 105.9  106.2  107.3  107.9 107.7 108.2 104.8
1973 138.9 1é7}7 ©121.8  116.8  135.2  112.4 118.4 131.8 1127
1974 189.3 158.4  159.4  149.2  171.5  137.8 141.8 167.0 125.
1975 221.0  201.5 208.1  181.4  180.6  146.1 162.1 186.7 138.
1976 244.1  270.0 255.9  215.3  194.3  162.2 182.4 209.0 148.
1977 250.2  286.9 270.1  233.7 201.8 174.9 185.1 219.2 160.
1978 259.6  322.9 287.4  248.2  208.0  190.5 184.7 230.4 175.
1979 - 284.1  377.4 322.5  263.2  222.5 211.6 198.0 254.2 191.
1980 349.0 - 404.5 345.1  270.5  327.2  226.4 209.2° 282.4 210.6
1981 473.5 1 453.5 383.7  285.5 266.4  242.2 228.8 319.5 237.0
Average Annual |
% Change 1965-81
14.2 13.4 10.9 8.8 9.6 6.0 7.7 105 7.0

Source: Fkom Canadian Real Estate Association Data
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average of 10.5 percent a year from 1965 to“1981 while in British
Columbia anq Quebec the yearly aVeraQe increases were 14.2 pefcent and
6.0 percent, respectively. Differences are even more pronounced
between cities: Vancouver house prices increaﬁed 16.3 percent a year
compared to 4.6 percent for houses in Sherebrooke. Tab1e~2-13 shows
yearly increases over a sixteen year period for seven se]eéted cities.

Variation in prices ‘and app}eciation rates are also evident at the
intra-urban level. Table 2-14 sets oﬁt residential propefty values for
three areasvof Toronto over a 17 year period. Average prices for 1981
ranged from $72,000'to $113,000 and appreciation rafes averaged 10.3 -
percent to 12.8 percent. | | _ '

vA]though,'at both the national and local 1eve1s,vthére have been
years where prices have jumped sharply, there have also been beribds
~ when the rate of increase Has been less than aVerage. On occésion, as
witnessed over the past two years, property prices have fallen.
HoWever, one conclusion iS obvious: from a long-tefm and national
 ﬁerspective residentig] prbperty has proven to be a good investment,
increasihg in value at an annual rate 3.5 percent greater than that of
the Consumer Price Index. |

It is difficult, using pub]ishéd data;'to be precise about the

current. value of thé homes the e]der]j own. Average values can be
mis1eading if the elderly are more likely to live in areas where hduse
prices tend fo be lower than average. This could be the case in many
rural areas.and smal]ef urban centres. On the other hand o]der resi-
dgntia] areas in larger cities may contain a disproportionately large
number of e]der1y-owner-occhiers whose properties are worth consid-

erably more than the average value of homes in the city. -
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Average MLS Sales Index for Selected Clties, 1965-1981

Table 2-13

Year Vancouver Edmonton Reqlna Winnipeq Montreal Salnt John Toronfo Canada CPI
1965 - 52.8 561 74.8 ° 73.6 96.7 68.5 59.3 64.8 80.5
1966 57.4 60.8 74.9 74.6 100.5 67.2 69.0 71.3 83.5
- 1967 67.4 65.7 83.2 75.2 104.5 76.4 77.6 77.7 86.5
1968 77.8 77.0 87.7 ' 80.6 105.9 79.1 86.8 86.5 90.9
1969 90.4 88.7 96.4 89.3 100.0 83.7 94.1i 94,5 94. |
1970 9}).6 101.0 104.1 94.7 97;7 83.8 94.7 -95.1 97.2
1971 100.0 100.0 100.0 100.0 100.0 100.0 .100.0 100.0 100.0
1972 118.9 - 104.2 103.9 106.1} 105.6 107.7 107.1 108.2 104.8
1973 156.8 121.2 122.5 . 116.9 111.4 124.7 138.6 1314 112.7
1974 © 218.6 147.8 - 16040 149.7 140.8 159.4 176.4 167.0 125.0
1975 . 243.5 }87.0. 206.9 181 .6 149.7 181.8 182.8 186.7 13845
1976 259.5 248.8 253.2 - 215.0 167.9 202.4 197.4 209.0 148.9
1977 263.7 269.2 - 265.2 235.4 179.2 197.5 210.6 2)9.2 160.8
1978 275.8 310.4 273.1 249.3 194.2 185.2 2]6.6 230.4 175.2
1979 298.1 388.2 288.3 . 26762 218.0 222.3 . 232.5 252.2 1912
1980 406.8 388.5. 298.4 276.7 230.7 219.9 251.5 282.4 210.6
1981 590, 1 435.2 329.4 29]).7 253.0 232.4 299,5 319.5 237.0
Average annual
percentage change
1965-1981 - . :
16.3 13.7 9.7 9.0 6.2 8.0 10.7 10.5 7.0

Source: From Canadlan Real Estate Assoclatlon Flgures
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Tabte 2-14

Property. Value and Inflation Trends
Metro Toronto, 1953-1981

Av.erage Average MLS A ) '
M.S Sales House Sales MLS AREA E-3 MLS AREA W-7 : MLS AREA C-10

Year Consumer Change Average Average Price Annuat Price Annual Price Annual Average Price Annual- Average Price Annua} Average

price In CPl price altt price all Index change Index .change Index change price Index change price Index change price

Index -MLS sales M.S house : .

sates

1953 61.0 -0.9 14,424
1954 67.4 0.6 14,627 46.0 }.4
195% 675 0.} 14,952 47.0 2.2
1956 68.5 b5 15,043 - 47.3 0.6 .
1957 70.7 3.2 15,732 - 49.4 4.6
1958 72.5 2.5 16,085 50.5 2.2
1959 73.3 bel 16,615 52.2 33
1960 74.3 .4 16,329 513 =17
1961 75.0 0.9 16,334 53 0.0
1962 75.8 1.} 16,742 ] 52.6 2.5
1963 77.2 }.8 16,547 5}.9 =43
1964  78.6 .8 17,360 : 54.6 S.|
1965 80.5 2.4 18,883" 18,035 © 59.3 8.8 59.0 - 61.8 15,05} 64,2 20,806 74.2 : 23,820
1966 = 83.5 - 3.7 21,942 24,358 69.0 6.2  69.9 18.4 72.4 7.4 17,622 ‘80.3 25.0 26,040 ' B85.3 15.0 27,386
1967 86.5 3.7 24,68) 24,078 77.6 2.5 78.8 12.7 82.3 3.7 20,042 .86.2 T.4 27,934 87.2 2.3 28,000
1968 90.0 4.0 27,637 26,727 86.8 2.0 87.4 110 92.8  )2.7 22,589 96.0 bi.4 31,317 J03.3  18.4 33,160
1969 94,1 4.6 29,931 28,946 94.4 B.3 94.7 - 8.3 99.6 7.3 24,232 98.6 2.7 31,953  100.} =3.1 32,136
1970 97.2 3.3 30,141 29,492 94.7 0.7 96.5 1.9 98.6 =-9.7 23,998 97.8 -0.8 31,683 109.3 . 9.2 35,092
1974  100.0 2.9 34,822 30,574 100.0 5.6 100.0 3.7 $00.0 1.4 24,34} 100.0 2.3 32,502 100.0 -8.5 32,113
1972  |04.8 4.8 34,076 32,502  107.4 7.1 1063 6.3 106.8 6.8 25,996 105.5 - 5.5 34,199 102.2 2.2 32,829
1973 112.7 7.5 44,105 40,604 138.6 29.4 132.8 24.9 135.4 26.7 32,946 142.01 34.6 46,036 140.0 36.9 ' 44,953
1974  125.0. 10.9 56,121 52,806 176.4 27.2 172.7 30.4 175.7 29.8 42,715 188.3  32.5 64,019 199.0 42.2 63,906
1975  138.5 10.8 58,184 57,582 - 182.8 3.7 |88.4 9.0 - 182.7 3.9 44,461 207.6 10.2 67,213 2|4.7 7.9 68,949
1976  148.9 745 62,805 61,389 197.4 7.9 200.8 6.6 190.8 4.4 46,436 214.2 3.2 69,417 224.%\ 4.4 71,975
1977 160.8 8.0 67,015 64,559 210.6 6.7 21l.2 5.2 196.3 2.9 47,783 247.4 .5 70,454 234.0 5.2 75,697
1978  175.2 9.0 68,913 67,333 216.6 2.8 220.3 4.3 203.8 3.8 49,606 23|.7 6.6 ~ 75,069 258.9 9.8 83,132
1979  191.2 9.1 73,992 70,830 232.5 7.4 23).7 5.2 215.9 5.9 52,552 237.9 2.7 77,086 286.5 10.7 91,988
1980 210.6 10.1 80,032 75,694 251.5 8.2 247.6 6.9 229.4 6.2 55,835 272.1 28.4 88,156 370.5 29.3 118,965
1981  237.0 12.5 95,291 90,203 299.5 9.1 295.1 19.2 297.2 29.6 72,339 349.3 ~1.9 113,189 507.0 36.8 162,804
Annual
average
percentage
change
1953-81 4.6 . : " 7.0
1965-81 7.0 10.7 10.6 10.2 1.2 2.8
1975-81 9.4 8.6 7.8 8.5 9.1 15.4

Source: Toronto Real Estate Board Data
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Table 2-15

Percentage of Owner-Occupled Houséholds In Selected Citles
With Head Aged 55+ and 65+ by Equity Level, 1974

Saint John

) Clty Victorfa. Vancouver Edmonton Regina Winnlpeg London St. Cath. Toronto Montreal Quebec
Equity Level Age of Head 55+ 65+ 55+ 65+ 55+ 65+ 55+ 65+ 55+ 65+ 55+ 65+ 55+ 65+ 55+ 65+ 55+ 65+ 55+ 65+ 55+ 65¢
$) ~ 1,999 - 0s7 0.0 0.3 0.3 1.9 1.l 7.7 6.8 6.3 8.7 1.1 0.6 1.2 12 0.2 0.0 16.2 16.9 18.5 24.8 9.0 10.6
$10,000 - 19,999 3.5 2.6 1.3 2.2 11,3 125 36.8 41.9 26.8 28,5 9.2 11.8 18,0 21.0 2.7 3.6 35.4 33.9 30.4 32.5 ' 27.5 3l.l
$20,000 - 29,999 10.8 IIJBI 5.4 B.4 21.6 18.9 *30.0 28.7 *36.5 34.3 29.3 30.2 35.8 38.6 4.8 6.8 21.1 270 2144 19.8 30.8 27.2
$30,000 -~ 39,999 24.3 29.4 11.3 12,0 *33.,5 35.0 17.6 16,0 18:8 16.6 "33.9 32.9 *27.6 25.6 7.9 7.l *13.7 7.7 *11.0 6.6 ™*20.2 16.1
$40,000 - 49,999 25,3 25.1 24.6 22.5 19.8 17.7 5.5 3.6 7.0 6.0 14.5 14.2 9.5 9.6 17.5 21.1 9.2 8.2 ,‘9-3 8.8 6.5 7.2
$50,000 - 74,999 #26.4 23.3 *42.9 43.4. 9.3 1206 2.1 2.3 2.8 2.8 9.0 8.9 6.7 3.4 *46.3 44.8 2.9 4.3 1.0 6.0 4.4 6.1
$75,000 - 99,999 5.3 4.1 10,9 8.3 I;7» 0.9 0.0 0.6 1.1 1.5 1.7 0.2 0.7 0.0 13.1 11.8 0.0 1.5 2.1 1.5 0.5 0.6
$100,000 + 3.9 4.3 3.3 2.8 0.8 1.3 0.0 0.1 0.0 1.6 1.3 1.0 0.0 0.7 7.5 4.9 0.8 0.4 0.3 0,0 1.1 tal .
MLS average ~
sale price: : )
1974 52,305 57,861 36,214 26,507 27,619 36,178 31,060 56,121 33,368 . 30,083 30,308 .
1981 123,260 156,220 i06,6}0 54,593 53,830 57,802 50,295 95,291 59,941 51,726 - 91,726
Average annuai
£ iIncrease
1974-1981 13.0 15.2 16.7 10.9 10.0° 6.9 7.1 7.9 8.7 8.1 7.9

Source: . CMHC (1974) .

*Equity level corresponding to average MLS sale price in 1974.



With this problem in mind a methodology was developed to obtain an
estimate of the distribution in thé value of homes bwned by the elderly
in 11 cities. Data on the equity 1éve1.of owner-occupied homes ty agér
of head was obtained from CMHC's 1974 Survey of Housing Units (see
Table 2-15). As 90 percent of elderly oWner-oécupiers'have n0'moftgage
the stated equity 1eyels were assumed to be equal to housg values.
Estimates of the percentage.increases in houée prices in each city
betweenr1974 aﬁd 1981 were calculated from MLS sales figures and these
were used tokadjust the eight equity-leve1 categories used in the CMHC
study. The prbportions 6f elderly househo]ds in each equity category
were assumed to have remained constant between 1974 and 1981.

: Using‘the 11 sets of bivariate data points - percehﬁ of elderly
| homeowners.with‘homes valued at or above five equity levels - the func-
tion (1ine&r, exponential, power or 1ogarithmic)‘that best fit each of
the distributions was determined. The 11 functions were then used to
caicufate the results presentediin Table 2-16.

| Thevdiétribution of house va1ue§ of elderly owner-occupiers varies
greatly among the 11 cities selected. The proportion of households
living in homes worth $70,000. or more ranges from 94.0 percent in
Vancouvef and 90.7.percent in‘Edmohton to 13.7 percent in Quebec City
and 13.9 percent in Regina. Looking at the data another way, only .2
percent of elderly owner-occupiers own homes worth less than-$40,000 in
~Toronto whereas tﬁe proportion is'37.6 percent for Winnipeg and 61,7_
percent for Montreal. On the other end of the distrjbution,75.6 per-
cent of the homes owned and occupied by‘e1der1y persons iﬁ Vancouver
ére worth $100,000 or more.whi1e fn St. Catherinés ihe figure is 2.3

percent.
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Estimated Percentage Distribution in Market Value

Table 2-16

of Owner Occupied Homes with Head Aged 65+

in Selected Cities, 1981

Market value equal to or greater than

: Average

40 50 60 70 80 90 100 110 320 Sale Price($)

City (thousandsvof dollars) MLS Listings
Victoria 97.5 79.2 64.3 52.2 42.4 34.4 27;9 ]23;260
Vancouver 94.0 87.9 81.7 . 75.6 69.5 63.4 A156,220V
Edmonton 90.7 70.9 55.4 -i 43.3 33.9 26.5 106,630
Regina . 57.2 35.7 22.3 13.9 8.7 5.4 3.4 2.1 1.3 54,593
~ Winnipeg 62.4 36.2 | 23.2 16.0 11.5 8.7 6.7 5.3 4.3 53,830
London 75.3 44.4 26.2 - 15.4 9.1 5.4 3.2 1.9 1.1 57,802
St. Catharines 51.0 30.4 18.1 10.8 6.4 3.8 2.3 1.4 .8 50,295
Toronto 99.8 90.7 81.6 72.5 . 63.4 54.3 45.2 ‘36.2 27.1 95,291
Montreal 38.3 27.6 19.8 14.3 10.3 7.4 5.3 3.8 2.8 59,941
Quebec 36.2 26.2 18.9 13.7 9.9 7.2 5.2 3.8 2.7 51,726
Saint John 44.4 30.9 - 21.6 15.0 10.5 7.3 5.1 3.6‘ 2.5 44,197

Source: Author's Calculations
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2.4 Conclusion

Any assessment of the housing needs of the .elderly must examine
the circumstances” of the large number of older homeowners in this
country. While conventioha] thinking on the characteristics of the old
tends to emphasize poverty and disability a more bbjective analysis
indicates that a significant proportion of older Canadians - particu--
larly those who own their own homes -'areAbetter off than is generally
assumed. |

This . conclusion should nbt,.however, obscure the fact that‘many
e]derTy homeowners are experiencing housing related problems. They are
caugﬁt'in a dilemma. While they desire the independence and security
that ownership offérs,_their homes are often no 1onger appropriate. to
| theif»changihg needs and abilities and have beéome a burden for them.
,0" the other hand; sale of the house-leaves them with few a1ternatives;
none of'which provide that iﬁportant‘cpmbination of independence and
security that they desire.

From a financial standpbint their situation is equally intract-
abIe. If'they choose to remain in their homes fhere are current1y_few
‘practical'ways for them to convert their equity into income (see, for
examb]e, Bérte] and Daly, 1981 and Scholen and Chen, 1980 for a discus-
sion of reverse mortgages, etc.). Consequently they are unable to bene-
fit from whaf is usually their largest ésset. A]ternativeTy, if they
sell their property iﬁ order to release fhe capital they lose not only
“ the security of tenure but also an inf]atfon-ﬁedged investment and are
faced'with an open-eﬁded Tiability for rental payments. And as tenants

~ they are particu1af1y susceptible to inflation, with fheir standard'of

-35-




living progressively deteriorating as prices rise énd'rents absorb an
ever increasing proportidn of their income. |

An innovative solution to the problem faced by elderly homeowners
~ would be the development of an_dwner-occupiéd form of she1fered accom-
modation which a]]ohéd these people tb release capital tied up in their 
~existing housing so they may benefit from the use of it durihg their
lifetime. '

From a social and health perspective the BhitiﬁhAsystem of shé]-
tered housing would servé as a suitable mbdel. If incorporates the
nécessary support and‘security fuhctioh as bart of the hbusing scheme
and has_proven:to be a prdctica] and attractive form bf accommOdation
for many older persons. In most casesljt_a11ows the resident to live
out his/her 1life in an enyironment that encodrages’ independence and
Vdignity while supplying an adequate measure of assistance and protec-
tiont Only severe and chronic illnesses and serious functionaT deteri-
oration requires a.move to an institution. |

There are, however, few precedents for a financial structure which
would meet both the'ownership and equity dissaving requirements. Con-
sequently, thé primary focus of research must be the development and
'testing of an appropriate fiﬁancia] scheme for this type of accommo-
dation.

Also, there are legal questions to be addressed. While leasehold
is the most common form of owner-occubied sheltered housing in Britain

its applicability to Canada must be ekamined.
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3 A MODEL OF OWNER-OCCUPIED SHELTERED HOUSING

Today, older owner-occupier's - if they can no longer - 1ive com-
fortably in their present homes bdt do not need institutional care -

have the following housing options:

o Pfivate mérket rental projects. These represent:the most widely
available option. However, with 1ow‘vacancy rates a suitabje unit
may not be obfainab]e. in a desirable and convenient location.
Also, they raise a number of concerns: rent may be significantly
increased; security of tenure is uncertain; and neigthurs may
prove to be bothersome and unfriendly. In addition, tﬁe accdmmoda-
tion lacks the supbortive services'which may Be requfred and does
not a11eviaté the social isolation which may have.prompted the

move.

o Subsidized or non-profit rental projects. Although these éccodnt
for the majority of purpose-built units for the ererly they ordi-
héri]y,havé aséet énd income restrictions; usually provide only

. ba;he]or uhits-for single people; are often 1érge and impersona1;
genera]]y do not provide supportive services; and are heavily sub-

sidized by the government.

o Private retirement homes. These provide rental accomodation where
future rent increases are likely and security of tenure may be an
issue. They are often désigned for the more'affluent elderly with

rental rates of several ‘thousand dollars a month.
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Théy are not genera]]y' located in well established residential
neighbourhoods and do not provide for independent 1living - e.g.

all meals arevsupp1ied.'

0 Retirement villages. These are located in rural areas and are

primarily designed for the younger and more active retiree.

Although these four alternatives may be appropriate_to the needs,
preferences and resources of many older Canadians the factors docu-
mented in Section 2 and summarized below point to a need and a demand
for a'new form of housing designed especially fon older homeowners.

First the number of older homeonners is ‘increasing as the population
aoes. Furthermofe, the value of their homes havé more than kept up with
inflation so that they have substantial equity a1thodgh their incomes
may be quite modest . Second, because frailty and social isolation of;en
characterize the aging process those attempting to maintain a large and
otherwise inappropriate family house not only face a»majorofinanc1a1f
burden, but also considerable physical and emotional stress. And
third, in spite of‘increasing disabi]ities most o]derlpeoplé désire to
be as independent as possible; in addition to financial independence
they also want control over their residential environment and any per?
sona]asupport services they may need.

faking all of these factors into account a mode1 of retirément
hoosing was devised. It is predicated on two key assumptions: froh a
Tong-term perspective inflation W1T1 continue -to be an economic

reality; and residential real estate will appreciate in value at a rate
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greater than that of inflation.

The model was designed to achieve the following objectives:

o To provide a form of financing based on the concept of gradual

equity dissavings which would enable older homeowners to- se]]J

their existing and inappropriate housing and use the capital

‘during their lifetime to improve their standard of living.

o To provide a form of financing which would encourage private
developers to build housing more suitable to the needs of older

~middle class homeowners.

o To provide the government with a means of encouraging greater

self-reliance and an improved standard of living among the elderly

through appropriate tax incentives and programs for investors in,

and non-profit sponsors of, retirement housing.

The'principal componénts of the housing scheme are outlined below. .

Details of the operation and paramenters of the computer simulation
program developed to test the financial viability of a prototypical

project are also presented.
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3.1 The Principal Components

| 3.1.1 Tenure

o A form of tenure is created where both the elderly resident and an
investor have a financial and legal interest in the housing; or
alternatively a non-profit corporation assumes the role of

-investor/manager.

o The legal framework provideé the elderly purchaser with many of
the advantages of ownership but without the problems and responsi-

bilities associated with freehold tenure.

o Residence is restricted to individuals/couples above a minimum age

and tenure is guaranteed for life.

3.1.2 Design and Management

o The housing consists of self-contained units in small neighbour-
hood orientedAprojects designed and managed.to encourage a high
level of independence while ensuring the resident's physical,
social and psychological well-being. Patterned on the British form
of sheltered housing each project is provided with a resident
manager, an emergency call system and flexible communal facili-

ties.

o Management responsibility is shared by the owner-occupiers and the

investor/developer/manager.

o Operating costs are either paid by the owner-occupiers or

apportioned between them and the investor.
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3.1.3 Financial Arrangements

o The largest proportion of the capital cost of the housing comes
from the sale of the units at a discounted price. -In return for a
lower than market price and the guarantee of sheltered accommoda-

tion for life the elderly purchaser consigns - on an incremental
and accumulating basis - a share of equity to the investor. This
accumulating debt is paid only from the proceeds of the unit's

sale when the owner-occupier dies or vo]Untari]y moves.

o Individual and/or institutional investors contribute to the capi-
tal cost of the housing with the expectation of receiving a return
on their investment as units become vacant and are resold at

épprecfated prices. These investors expect a rate of return com-
mensurate with the risks involved, the irregu]ar.and non-predic?

able annual cash flows, the lack of Tiquidity and the 16ng term.
They .also take the tax implications of their investment into con-

sideration.

0 Under a non-profit developer/manager that portion of the project's
capital cost not covered by sales of units is provided by a con- °
ventional mortgage. However,. a government guarantee to meet the

scheduled amortization payments when project revenues are insuf-

ficient would be required to make such an option pbssib]e.
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3.2.The Computer Simulation

.Two versions. of a computer program to simulate the stheﬁe's finan-
cial oﬁerations wére dgve]oped and tested. The first was deterministic
in that it‘produced annual finahcia] data based on the nUmber-of deaths
(and/or fractions of deaths) "determined" by the mortality rates
applicable to the ages and sex of the owner-occupiers. Although these
data make it theoretically possible to derive a mathematical function
relating the rate of return on the iﬁveétor's ﬁapital to model para-
meters they were not fe;]istic. They provided no indicatibn of the var-
jability which.wou1d be_expected in an acﬁua1 project. In addition, the

-memory of the micro-computer used was not large enough to make optimum
use of this program.

The second version of the program broved to be both realistic and
efficient and was consequently used for all the financial analyses. It
‘'was based on a random or stochastic proéess which provided an accurate
representation of the actual operation of the scheme. However, without
running a very large number of simd]ations - sbmethfng whi;h was not
attempted - the sensitivity of the model could not be fully explicated.
Nonetheless, it was possible to acquire'cbnsiderab]e insight into the
financial performance of a hypothetical project by assigning various

values to the ten program parameters:
o number of units in project;
o market value per_unit;
0 owner-occupier's purchase price;

o age and sex of purchasers;
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age and sex specific mortality rates;

annual property appreciation rates over the simulation period;
\ ' .

proportion of .unit's appreciation retained by owner-occupier;

annual residcnce fee;

annual operating expenses to be paid by the investof; and

length of the simulation period in years.

Once this was done the program performed the following opera-

_ tions:

- tion

The determination, by a stochastic process, of the number of
"deaths” or "vacancies” which occur in each year over the simula-

tion period.

The "resale" of each vacated unit at a suitably appreciated price
to a person of the same age and sex as that of the initial owner-

occupier at first sale.

The calculation of a "rebate" to the outgoing owner-occupier based
on the original purchase price plus a portion of the appreciation

less an accumulated annual "residence fee".

A year by year accounting of the project's financial transactions
including the number of units sold, revenue from sales, amount

rebated and net cash flow to investor.

A more detailed discussion of the sihu]ation model and the selec-

of parémeters is provided below. .
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3.3 Mode1 Parameters

3.3.1 Turnover of Units

A key element in the viability of this hohsing concept is the need
forr the sheltered project to generate a positiye annual cash flow.
This only occurs when units- originéT]y sold become ‘Vécant and aré
re-soid at current market prices - assumed to be higher than the
: origina]rsé1é prices because of appreciation.’Units may be vacated for

a number of reasons: (1) the death of the owner-occupier; (2) thé need
for the owner-occupiervto seek a higher level of care only avai]ab]é‘in
an 1nstitution;'_or (3) a change in the owner-occupier's personal

.circumstances or preferences, for examp]é'a desire to move to Florida.

‘Unfortunately, there is 1itf1e empirica] data on which to ca];u-

late the probabiiity of the Tattef two océurances. It is known, how-
‘ever, thaf as a group, the elderly are less residentially mobile than
other - segments of the population. .Furthermore, on the basis of British
studies reported by Sherebrin (1982) it is:probab1y safe to assume that

the majofify of residents in sheltered housing would live out their
| remaining years in their own home. Therefore, it was_decided to use
appropriate age specific mortality rates to derive an estimate of the
number of vacancies occuring each year in a typical she]tefed-housing
_project. 7

However, the'use of published nationé1.or'provinciaT rates pre-
sented two major problems. First, the potential purchaser of sheltered
hoﬁsing would 1ikely have a 1ife expectancy considerably above that of

the general pdpu]ation. ‘Second, the Tatest published figures do not
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adequately reflect the recent and significant decline in the_mofta]ity
rate for the older population (Society of Actuaries, 1982).1 Conse-
-quently, the 1983 Group Annuity Mortality-Rates prepared by the-Commitf_
tee’on Annuities, Society of Actuariés, were used in the simulation
model (ibid.: 38, 39);

These age specific rates were derived from the most recent mortal-
ity experiehce of group annuitants insured by a number of life insur-
ancé compahies, In addition, to reflect the greater life expéctancy of
annuitants compared to'the gehera] population they also include a 10
percent "margin" designed to assure conservatism (see Appendix II).
Thefefore, excluding the possibility of a medical Breakthfough‘signifi-
cantly extending the 1ife of,the.elderly these rates provide a realis-
tic and conservative basis for estimating the number of deaths among
ownér-occupiers in the simulated project.

The number of units‘becoming vacant and available. for resale in
any year would also be dependent on the sex and marital status of the
residents. E]der]y males have a cpnsiderab]y.shdrter 1ife expectancy
than femaies.z'In the case of couples, the unit would only become

vacant when the last surviving spouse died and actuarially this

1Between 1971 and 1976 .the morta11ty rate in Canada for 75 year old
females declined 1 80 percent.

, 20n the basis of the most recent date (statistics Canada, 1980) a

75 year old woman has a life expectancy of 11.03 years while a man
-of that age can expect to live 8.55 years.
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traﬁs]ates into a lphger period than the life expectancy of éither
spouse. However, because single women would make up the majority 6f7the
market for sheitered accommodation and the preéence of men and coup1es‘
would tend to nullify the affect each would have, an owner-occupier
population comprised 6n1y ofvefder1y women was chosen forrthe simula-
tion. | | |

Although age specific mortality rates are adequate for predicting
" the number of deaths in a 1argeupopu1atfon‘the mortality experience of
small groups, such aS'thé residenté of the hypothetical project; would
 be affected by chance. To deal with this fact the model enCofporates a -
stochastic tomponent. Firsf, every resident is assigned'thé mprtality
.rate corresponding to her age. Then the computer's random number
‘generator selects a f1ve d1g1t number between 0 and 1 from a rectangu-
lar d1str1but1on, a number 1ess than the correspond1ng mortality rate
is 1nterpreted as a death; a number greater or equa] to the rate means
that the res1dent continues to live in her unit. |

Every death is assumed to take place mid-year and the unit is re-
sold at the end of the year to another woman who is the same age as the
previous resident was when she first moved in. After every yearly
iteration the ages ofrfhe residents are incremented by one. In order to
account for the fact that some residents will find it necessary to move
to an institution the model arbitrarily removes those residents who are
still alive at age 96.

Table 3-1 shows thé probabi]ities, calculated from simulation
results, of specific number of deaths in each year of operation for the
project. These probabi]ifies are, in part, determined by the initial

ages of the first residents and the assumption regarding the
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ages assigned new residents. Althdugh variability in unit turnover can
be quite high on a year-to-year basis, 1ong-term'variations are more
modést. Over a thirty-year period, 29 siﬁulations of the mbdel
(assuming a broject with 49 units) prodﬁced an average of 92.7 deaths

with a standard deviation of 6.2.
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Table 3-

1

Probability of Deaths by Age of Project?

Year Number of deathsb _
0 1 2 3 4 5 6 7 10

1 207  .448 172 .138  .034

2 a72 517 172 .38

3 138 .379 276 .103 .103

4 172 .379  .241  .138  .034 .034

5 .103  .448 .207 .207 .034

6 .138  .310 .138 . .207 .172  .034

7 103 .207  .379  .241 .034 .034

8 .000 .310 .172 .379 .069 .069

9 103 172 .207  .276  .034 .069 .069  .069

10 172 - .069 .241 .241 .138 .103 .000 .000 .034

ik .000 .034 .345 241 207 .138 .034

12 .03 .310 .172 .207 .138 .103 .000 .034 .

13 .000 .207 .207 .103 .30 .069 .069 .000 .000 .000 .034
14 .103  .034 .138 .276 .310 .138

15 .000 .069 .138 .241 .241 .172 .034 .034 .069

16 .034 .103 .069 .448 .138 .069 .069 .034 .034

17 .034  .103 .138 .207 .207 .138 .03¢ .138

18 .000 .034 .103 .276 .138 .138 .207. .069 .000 .034
19 .000 .103 - .103 .207 .207 .138 .138 .069 .069
20 .034 .034 .103 .241 .034 .207 .207 .138
21 .069 .03 .103 .276 .172 .138 .138 .034 .000 .034
22 .000 .069 .241 .172 138 .172 .069 .138
23 .000 .03 .103 .207 .207 .172 .069 .000 .138 .069
24 .000  .069 .138 .241 .276 .069 .103 .069 .034
25 .000 .069 .172  .310 .172 .034 .138 .069 .000 .034
26 .000 .03 .172 .276 .138 .172 .103 .034
27 .000 .03 .103 .207 .310 .103 .069 .069 -.000 .034
28 .000 .241 _.207 .103 .172 .138 .138
29 .038  .207 .207 . .172 .72 .72 000  .034
30 .069  .138 .35 .03 .103 .103 .000 .034

172

dBased on 29 simulations for a 49 unit project.
Model assumes that when an owner-occupier dies she is replaced by another
woman whose age is the same as the previous owner-occupier's on first residence
in the project.

bA blank indicates .000 probability.

age
70
71
72

6
6
5

number

o The initial age distribution:.

age
73
74

75

number
5
5
4

_4(8 -

nu

mber

4
4
4

age

79
80

3
3

number



3.3.2 Age Restrictions and Age Mix of Owner-Occupiers

The objective of providing Supportive accommodation for the elder-
1y along with the realization that the financial viability of the
scheme requires é "flow-through" of residents dictated that a minimum
age be set for residence. Although a case can be made for allowing
healthy individuals as'young as 60 to live in this type of accommoda-
tion, most people around retirement age will likely prefer to continue
living in their présent homes. (The attitudes of older people on this
issue ié discussed in Section 5). However, as they age they will
increasing]y look for housing alternatives which will ameliorate the
economic, social and health problems associated with old age. Conse-
quently, it was decided that.it was reasonable, for the purpose of this
study, to "impose" a minimum residence agé requiremént of 70 years. At
the same-time it was recognized that anAage mix was not only desirable
from a social standpoint, but necessary to‘ensure that, at any one
- time, only a small propoftion of the residents would be Very p]d and
therefore‘more likely to make.heavy demands on the supportive services
envisaged for this type of scheme. In addition, a wide range in the
ages of the residents would be a probable outcome if the unité were
sold on the open market. Therefore, an age range of ten years was
qhosen with the ages of the initial residents averaging:74.3 years and

distributed as shown at the bottom of Table 3-1.
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3.3.3 Size of Project

The decision to 1imit the size of the simulated project to 50
units (49 to be sold and one occupied by the resident manager) was’
based on three tonsiderations. First, there was a need to generate a
positive cash flow through units changing hands.reasonably frequéﬁt]y.
The probability of this happen{ng increases with the numbér of units.
Second, there are obvious economies-of scaleiinvdé9e1opiﬁg and operat-
ing large projects. Third,ia major objective was to provide a comﬁun-
ity oriented project; community>or1ented in terms of the project not
beiﬁg isolated from the surrounding neighbodrhood énd in the sense of
being small enough to encourage comforfable and productive interactidn
among the residents. In addition the British experience with:sheltered
housing has demonstrated that a 50 unit project is perhaps the maximuh

size that can be handled by one resident manager.

3.3.4 Projected Property Appreciation Rates

A primary determinant of the investor's return. and, both directly
and indirectly-the cost to the owner-océupier - through the purchase
price, residence fee and share of any abpreciation i; the value of the
property - is the real estate appreciation rate. This rate is ulti-
mately determined by supply and demand conditions in local real estate
markets. |

The analysis of the Historical data on residential property values

and inflation in Canada presented in Section 2 indicates how changes in
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the real cost of housing has both geographic as well as temporal com-
ponents. Some areas have experienced significant price increases over
short periods while others have shown more gradual and modest increa-
ses. Although this information does not allow for the prediction of
future changes in either property values or inflation it does provide a
foundation on which to base certain assumptions regarding the long-term
relationship between inflation and real estate value.

To briefly review the data outlined earlier: Over the period 1965
to 1981 the value of real estate has, using MLS average sales figures,
more than kept up with inflation. The average annual rate of inflation
over this period was 7.0 percent whereas the average annual increase in
the value of property sold across Canada was 10.7 percent. Only a num-
ber of smaller urban centers and Quebec recorded an increase marginally
lower than inflation (e.g. 6.2 percent in Swift Current and 6.4 percent
in Montreal). Over the shorter period, 1975 to 1981, the average
annual increase in a number of provinces and cities was lower than
inflation although nationally both averaged 9.4 percent. Given these
statistics it seems reasonable to assume that residential real estate
has proved to be not only a good hedge against inflation but also, in
many areas of the country, a good long-term investment.

One assumption of the study was that changes in the value of the
sheltered housing would follow those of the residential real estate
market. Therefore, a series of simulations was run based on a range of
average annual increases in property values: O percent; 3 percent; 6
percent; and 9 percent. With the nominal rate of return calculated
from the cash flow figures provided by the model it was then possible

to determine the real rate of return assuming long-term conditions
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whereby the inflation rate was either greater or Iess than the prbperty
appreciation rate. |

The flexibility of the model made it ﬁossib]e to éxamine the
financial performance of the scheme under a variety of economic scenar-
jos. Hdwever, because of its stochastic nature and the large number of
possible parameter values no attempt was made to undertake an exhaus-

tive evaluation.

3.3.5 Minimum Return on Investment Required

One way to attract private sector investment in the proposed type
of housing would be to offer a rate of'return which is appropriaté to
the natﬁre of the scheme and risks involved. It is therefore necessary
to determine the minimum pre-téx return on capital to justify én inves-
tor's participation in a project. (The tax implications for an
investor will be discussed in the following section.) Once this
~"required" rate has been determined the wmodel's pérameter can be
adjusted to increase the probability that, éven under a less than opti-
mum economic scenario.- i.é. where property prices may even_fa]] behind
the rate of .inflation - the investor wi11.st111 receive no less than
the minimum returh. | |

In calculating the required rate of return, it is assumed that the

capital asset pricing model is a close approximation of reality:
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R =STR + LP-+ RP

rate of return

where: R =
STR = short term rate = [(1 + r*)(1+W)]-1
r* = real rate of interest (3.0%)
m o= inflation rate
LP = liquidity premium
RP = risk premium

By calculating the difference in interest rates between six.month
Government of Canada treasury bills and the average yield of government
bonds over the period of 1964 - 1982 the liquidity premium (LP) was
estimated to be .88 percent. |

The risk inherent in investing in an innovative scheme such as
this is difficult to measure. If prdjects are developed- the varia-
bility in the yields returned will in themselves affect the investor's
assessment of risk and therefore the minimum return which he will
‘accept in the future. However, it_is possible using the past perfor-
mance of the real estate and money markets to make an estimate of the

‘risk premium fnvo1ved. This was done in two ways. First, RP was
assumed to be equal to the fisk premium on mortgages. The average
annual difference between institutional mortgage rates and rates on
long term government bonds were averaged between 1964 and 1982 to give
a value of 1.92 percent. To this was added a non-marketability premium
of 0.5 percent to give a risk premium of 2.42 percent. »

The second estimate of the RP was derived through the calculation
of the beta coefficieht for real estate fn Canada over the period 1966

- 1981. The beta coefficient is a measure of an asset's risk obtained
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by comparing its variability over tiﬁe to that of some standard measure
such as a stock exchange index. In this case'betav(B) was calculated
by regressing the return on real estate (RRE) in Canada from 1966'
to. 1981 on the return on dindustrial bonds (RB).1 WhereA RRE =
a + BRp, beta was found to be equal to .457. ‘ |

Using the formulae:

Yg = i + B(Rg - i)

where: Yi = return on a specific real estate investment
i = risk free rate of return = 7.98%
(average return on 61month government bonds,
1966 - 1981)
Rg = expected return on industrial bonds = 9.92%
(average return on industrial bonds, 1966 - 1981)
B = measure of the relative undiversified risk of the

Candian real estate market compared to the

industria] bond market

- Yg = 7.98 + .457(9.92 - 7.98) = 8.87%
Because beta is less than one, real estate has represented a Tess
volatile investment than industrial bonds; i.e. residential real estate

was only half as volatile as the industrial bond market. Therefore:

RP = 8.87 - 7.98 = 0.89%

IMLS sales figures were used to calculate return on residential
real estate and yields on industrial bonds were obtained from the Annual
Reports of the Bank of Canada.
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As in the first case, a non-marketability premium of 0.5 percent was
added to this figure to give a risk prémium of 1.39 percent.

Using the vé]ues for the short term rate (STR), liquidity premium
(LP) and risk premium (RP) calculated above, the required real rate of
return for an investor (assuming an inflation rate of zero) was esti-
‘mated to be between 5.3 and 6.3 percent. Therefore, 6.0 percent was
chosen as a reasonable rate of return on capital invested fn the pro-

posed scheme.

3.3.6 Investor's Interest, Apportionment of Appreciation and

Residence Fee

The cash flow generated by the project comes from two sources: the
appreciation on the va1de of the property and the residence fee; both
in effect “co]}ected" when a unit is vacated énd feso]d. The amount
accounted for by the appreciation cqmponent‘ is dependent on the
increase in the'vaTue of the propérty and the proportion of.this amount
that is "rebated" to the outgoing resident. The amount accounted for
by the residence fee is dependent on the amount set~as'an annual fee
“when the unit is sold and the length .of ownership. - .

Theoretical]y,Athere is almost an infinite number of possfb}e com-
binétions of amount of capital contributed by the investor, proportion.
of the appreciation he receives and level of residence fee he sets. In
'reality, However, there are some important constraints if the overall
4objective§ of the concept are to be met. First, the price of.a unit
for an'e1der1y homeowner should be at least equal to and preferably
" lower than the vé]ue-of his/herkpresent house (in 6rdér to free-up some

capital to supplement his/her income). Therefore, the investor's
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contribution of capital should be as large as possible. However, the
need to assure the inQestorla minimum long-term yield restricfs the
;amoﬁnt he can invest because the profitability of the project depehds,
on a cash flow generated, in 1arge_par£, by appreciation of the owner-
occupier's equity in the project. And second, there is the need - to
spread the risk associéted with future inflation and pfoperty apprecia-
tion between the owner-occﬁpiers and the investor.

‘Therefore, the determination of the owner-occupiers' equity,1eve1
(i.e. the proportion of purchase price to the units actual harket.
value) and residence fee was based on the:fo11OWing considerations.
First, the:residente fee had to be sufficiently large to providé the
investor with a minimum return even over an extended period of stable
real estate prices, Second; the equity level had to be sufficiently
large to ensure that even under the most improbable economfc scenario
the owner-occupiers' equity would not be "depleted" before the units
became available for resale. Third,'the residence fee could be regarded
as the owner-occupiers' deferred repéyment of the investor's capital
investment in the project. In other words the investor could be con- .
. sidered to.have provided a loan with a term set as the average life
expectancy of all residents (estimated at 12 years) requiring no repay-
ment of principal or interest over this time period.

With these factors in mind a seriés of preliminary simulations was
run to determine the affect of the various parameters on project cash
flows and investor's return on capital. The result was the adoption of
a basic model where the owner-occupiers purchase their units for 75
percent of their market value and receive 25Apercent of the appre-

ciation on resale. The residence fee was set at an amount equal to the
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énnual payment which would be required to amortize a debt equal to 25
‘percent of the market value of their units over 12 years at an interest

rate of 15 percent.

3.3.7 Operating Expenses

fwo ways of.dealfng with project operating coéts were considered.
“First, the fact that the invéstor has an ongoing interest in the pro-.
ject suggested that he pay 25 percent of specified costs.. These costs
.wou1d include building repafr and maintenance, taxes and insurance.
Costs associated with the resident manager and utilities would be paid
entirely by the residents.. This apportionment would be to the advan-
tage of both owner-occupiers and investors: the residents would have
control over»expenditures related to the support services while sharing
the cosf and responsibility for building maintenance; the-investor; on
the other hand, would not be bUrdened by the "soft” service costs while
enSur{ng that his interests were protected. Second, the fact that the
residents "own" their own units and are essentiaT]y "borrowing" money
from the investor suggeéted that they pay all the operating costs.
Furthermore, this approach would :‘make the scheme .a more attractive
investment because tﬁe investor would not have to be concerned about
negative cash flow in those yéars where there was no turn-over of
units,

Both these opfions were exﬁhined in the simulations undertaken.
Where operating costs were shared, the'investor‘s pdrtionlwas set at
3.5 percent of the market value of his 25 pefcent interest_in the pro-

ject. However, the fact that this amount would increase at the same
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rate as the value of the property rather than at the rate of infiation
creates a problem: the project's net annual cash flow is underesti-
" mated when the annual rate of inflation is less than property appreci-

ation and overestimated when inflation exceeds property appreciation.

3.4» Development Proforma for Simulated Project

- The burpose of the proforma out]ined in Table 3-2 is to'gain a
realistic estimate of the costs involved in developing a typical owner-
occupied sheltered housing project. In reality, costs - particularly
hard costs and interim financfng costs ~ would vary dependiﬁg-on where.
,the.brbject was developed and thé interest rates prevailing when devel-
opment tbok place. In addition, a broject like this one may benef}f
from lower per unit land costs in juri;dictions where zoning regula-
tions allow ‘higher building densities for senior citizen housing.
Also, bui1ding qua]ity, unit size, etc. could be tailored to local mar-
kets so that elderly homeohners could .afford to pUrchase a sheltered
unit with the proceeds from the sale of their family homes;

Thé estimate of $53,571 as the initial sale pfice per unit is
based on the assumption that if it was sold as a condominihm ii kou]d

have a market value of approximate]yr $71,500 (this -assumes a total
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Table 3-2

Cost and Financing Information for Simulated Sheltered

Housing Project

Capital Costs

Land
Appliances & Carpets

Building

Total §
500,000
100,000

1,800,000
2,400,000

Initial Services (Soft Costs)

Landscaping

Legal and Insurance

Architect's Fees

Bridge Financing
(1and & build.)

Commissions/Sales

Sub Total

Total Costs

Revenue from Sales

Developer's Investment

150,000
70,000
97,000

300,000
75,000
692,000

3,092,000
2,625,000

467,000

Dollar/Unit

10,000

2,000
36,000
48,000

3,000
1,400
1,940

6,000
1,530
13,870

61,870
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profit for the developer of $325,000). The elderly purchaser would

therefore be paying 75 percent of this price.

3.5 Calculation of Return to Investor

There is cbnsiderab]e_ literature on -the various measures (and
their shortcomings).that have.been used in connection with real estate
investment analysis (e.g. see Cooper, 1974). 1In short, different tech-
» nigues prodUce different measurers of investmént-desireability.' In
this study it was decided to use the internal rate of return (IRR) as
the-standard measure of return on an -investment in én owner-occupied
sheltered housing project. Although some potential problems with this
techhique have been identified (e.g. Messner and Findlay, 1975) the

~decision to use it was based on the following considerations:.

o It is simple to understand and to compute.
o The calculated solution appears to be uniform and unambiguous.

o The measure is a "standard" among financial institutions; and

has been widely used for mortgage loan rates, bond rates, etc.

o The measure provides a solution in a convenient form - a rate
- which can be readily used or the criterion of comparison with
alternative investments. ‘ '

The internal rate of return is a form of discount cash flow
analysis. Essentially, it 1is compound interest in reverse, it

discounts the cash flows arising from an investment at the interest

- 60 -



rate at which they exactly equal the present value of the initial
investment. The major assumptions of IRR (Texas Instruments, 1977:58)

are as follows:

o The "time value" of money: because it works like compound interest
" in reverse, the téchnique is based on the assumption that "money
now is better than money later"; future income streams are
discounted more, as they are in all present value calculations due
to the opportuhity cost which arise from the fact that investments
are passed by because the income necessary to make them is not yet

available.
. 0 The initial investment is the initial cash outlay.

0 The income stream resulting from the investment can be reinvested

at the calculated IRR.

o Negative cash flows are discounted at the same rate as positive

cash flows.
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‘4 RESULTS OF THE COMPUTER SIMULATION

4.1 Development by a Financial Institution as a Long-Term Investment

Investment in owner-occupied she]téred housing is most likely to
come from suﬁh institutions és insurance companies and pension funds;'
institutions which have tradftiona]ly had long—term‘ investment
strategies.. Therefore,‘ the primary analysis of the financial
feasibility of the concept was done on the assumbtion that development
wou]d be undertakeh by such an investor. |

Under this assumption the developer/investor is considered to have
made a $467,000 capital investment in the hypothetica] project (see
Section 3.3). The following analysis examines the simulated cash flows
and rate§ of return generated by the scheme over a thirty year period.

Two variations of this scenario are considered:

o The investor pays 25 percent of the operating costs as discussed

in Section 3.2.7; and

o The investor makes no contribution toward operating costs - these

being paid entirely by the'owner-dccupiers.



Table 4-1

Simulated Cash Flows - 6 Percent Property Appreciation
(Investor pays 25% operating costs)

Simulation

Year o ' ‘ Mean Standard
1 2 3 4 5 6 deviation
N | (Dollars) _ o

1 (25,765) (25,765) (20,904) (25,765) (16,042) (30,626)  (24,144) 45,832
2 (21,703) (21,705) (32,464) ( 186) (32,464) (21,705) (21,705) 10,759
3 27,436 v784) (34,412) (17,598) (17,598) (34,412) 12,895) 21,838
4 (13,882) (13,443) (13,443) (36,477) 73,480 9,590 1,044 35,018
5 (38,663) 68,513 ;(38,665) ( 9,236) 20,193 20,193 3,723 37,642
6 ( 4,973) | 62,230 31,035 ( 4,975) 152,650 31,035 44,500 53,648
7 84,925 26,778 84,922 184,898 42,133 42,133 77,632 52,787
. 8 153,057 (46,051) .53,502 53,502 (46,051) (46,051) 20,318 74,203
-9 65,160 179,129 288,877 81,336 ( 5,925) 122,143 121,787 93,419
10 141,548 77,117 58,149 12,687 141,547 12,687 73,956 53,080
11 161,523 161,521 107,576 233,644 65,465 | _89,398 136,521 55,962
12 174,094 159,283 31,170 218,665' 21,942 153,103 126,376 - 73,668
13 291,719 115,007 519,923 124,789 | 288,208 153,921 248,928 140,940
14 150,030 ' 31,526 . 95,864 125,142 128,376 500,267 171,868 151,586
15 ( 1,041) 36,454 70,785 353,547 175,984 216,997 109,571 122,978
16 65,811 836,050 386,116 113,771 504,968 41,480 324,699 285,621
17 335,506 295,435 321,221 - 510,674 (77,802) 544,260 321,549 202,372
18 517,668 148,127 454,813 258,631 738,738 454,813 428,798 188,435
19 287,937 257,184 (87,418) 186,037 44,590  (20,882) 111,241 141,114
20 366,222 896,153 464,658 504,446 479,520 848,536 593,256 202,410
21 738,354 583,836 159,377 102,744 234,824 165,042 330,696 .240,905
22 259,292 485,819 608,555 796,242 421,796 153,297 454,167 212,681
23 .298,482 450,015 1,239,290 811,308 -868;287 1,289,570 826,159 366,822
24 84,956 378,262 649,801 553,609 .743,306 193,614 433,925 237,792
25 823,582 486,865 632,556 1,000,860 ‘572,827 659,006 695,949 170,059
26 766,005 967,416 286,993 208,281 707,262 739,974 612,655 272,062
27 678,405 578,427 527,164 156,582 714,100 797,437 575,186 206,958
28 710,449 83,465 261,658 315,619 ‘428,707 343,327 356,213 189,699

29 383,048 (80,061) 593,797 429,707 482,048 828,345 439,481 273,875
30 1,154,858 (165,946) 957,798 734,758 664,860 448,662 632,498 420,613
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4.1.1 Investor Pays 25 Percent of Operating Costs

Table 4-1 shows the cash flows generated from six simulations of

the model over thirty yearly iterations. Also, included is the average

and standard deviation of the cash flows for each year.

cash

Using the first yéar of_simu]gtion 1 as an example, the annual

flows were calculated as follows:

One unit became vacant because of the stochastic]y determined

"death" of one resident. (Table 3-1 shows that there is about a.

_'45 percent chance of one resident dying in the first year.)

Because the death was assumed to have occurred in mid year the
residence fee owing to the investor was one-half of $3,294 or

$1,647.

The investor's payment to the resident's estate was $51,924 (the

‘purchase price six months earlier less one half years residence:

fee, i.e. $53,571 - $1,647).

Resale expenses were assumed to be charged againét the outgoing

owner-occupier's estate.

The unit was "resold" after it had appreciated in value by 6 per-

cent. Therefore the investor received $56,785 while paying out
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$51,924 for a net gain of $4,861 on the transaction.!

0 Because the investor paid $625 operating expenses for each unit -
a total of $30,625 for the year - there was a net negative cash

flow of $25,765 for the project.

As the owner-occupiers grow older and die the turn-over in units,
and consequently the cash flows, generally increase. HoweVer, the
stochastic element in the program creates a high degree of variability.
For example, in year 15, simulation 1 records a small cash flow deficit
- whereas simulation 4 records a positive cash flow of over $350,000.

Although assumptions on the age and life expectancy of the residents

and appreciation rates of the property affect the cash flow level for

any one year the trend is clearly one of increasing revenues over the
long run given an aging group of residents and appreciating property
ya]ués.~ | | |

Table 4-2 presents the IRRs calculated from the cash flows in
Table 4-1. At-the end of 10 years all the simulations show a negative

return for the investor ranging from -13.1 percent to -2.1 percent.

lynder an alternate assumption the departing owner (or her estate)

would share in the 6% appreciation accrued in the year the unit was
vacated. In this example it would mean the investor's net gain on the
transaction would be $4,057 leaving a negative cash flow of $26,569
for the project. As far as the rate of return to the investor is con-
cerned this charge would have a small negative effect over the simula-
tion period.
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Table 4-2

Simulated Nominal Rates of Return?
Assuming 6 Percent Annual Appreciation
(Investor Pays 25% of Operating Cost)

Investment term

0.2

Simuiation o
10 years 15 years 20 years 25 years 30 years
1 2.5% . 8.0% 12.65  15.1% 15.6%
2 =4.6 5.1 12.3 14.7 15.7
3 2.1 7.9 12.9 15.1 15.6
4 -7.0 8.5 12.7 . 15.3 15.5

5 -5.0 - 6.8 12.5 15.3 15.7
6 -13.1 7.3 12.3 14.2 . 15.1

Average ' : ‘ 3

"~ rate: -5.7 ' 7.3 12.7 : 14.8 15.5
Sténdard - : o v
deviation: - 3.7 S T 0.3 0.4

dCalculated as IRR based on 1n1fia1 investment of $467,000.
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However, as the term increases the IRR grows significantly and becomes

more stable: after 20 years'it averages 12.7 percent; after 25 years
14.8 percent; and after 30 years 15.5 percent.

~ In order to test the sensitivity of the model to variations in the
appreciation of the propekty, one simulation was run for each of the
following rates of appreciation: .0.0 percent; 3.0 percent; 6.Q per-
cent; and 9.0 percent. Also, the IRRs calculated were adjusted to pro-
vide real returns given a range of .inflation rates. While the great
variability in the numbér of deaths makes the tabu]éted rates for the
10 year investment term unrepresentative, those for longer terms are
likely to be very close to average values which would have been ob-

tained if a series of simulations had been run.

A perus&] of Table 4-3 clearly shows that the annual real rate of

return to the investor increases logarithmically over time under all
appreciation and inflation assumptions. Also, the IRR increases

“linearly with appreciation when the investment term is held constant.

The previous assumption that an investor would be looking for a.

minimum real return of 6 percent (see Section 3.2.5) would be met under
a variety of conditions. For gxamp]e, with zero property appreciation
combined with inflation of one percent the investor could expect an
annual average IRR of 6.3 percent a1th0ugh_his money would be tied-up
for 30 years. If appreciation averaged 9 percent and inflation 4 per-
cent he could expect to receive his minimum.refurn in'10 to 15 years.
Furthermore, if he held his investment for 30'yeérs under these con-

ditions his real return would average more than 15 percent a year.
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Table 4-3

Simulated Real Rates of Return on Investor's Equity?d
For Various Appreciation and Inflation Rates
(Investor Pays 25% of Operating Costs)

Annual Annual - Investment term -
appreciation inflation % 10 years 1> years 20 years 25 years 30 years

-1.0 -20.8% 0.8% 4.8% 7.8% 8.4%

0.0% 0.0 -21.6 .-0.3 3.8 6.7 7.4
1.0 -22.4 -1.2 2.8 : 5.6 6.3

0.0 -12.7 - -1.1 8.4 10.3 11.1

3.0% 2.0 -14.4 -3.1 6.3 8.0 8.9
4.0 -16.1 -4.9 4.2 6.0 6.8

6.0 -17.6 -6.7 2.3 4.0 - 4.8

0.0 -5.0 6.8 12.5 15.3 15.7

2.0 -6.9 4.7 10.3 13.0 13.4

6.0% 4.0 -8.6 2.7 8.2 10.9 11.3
6.0 -10.4 0.8 6.1 8.9 . 9.2

8.0 -12.0 -1.1 4.2 6.8 7.1

0.0 -4.8 14.5 18.4 19.3 20.1

2.0 -6.7 12.3 16.1 17.0 17.7

4.0 -8.5 10.1 13.8 14.7 15.5

9.0% 6.0 -10.2 . 8.0 11.7 12.5 13.3
, 8.0 -11.9 6.0 9.6 10.5 - 11.2
10.0 -13.5 4.1 7.6 8.5 9.2

12.0 -15.0 2.3 5.7 6.5 7.2

~ 3Based on the IRR calculated from the cash flows generated by one
simulation for each property appreciation rate.

Real rate of return = 1 + nominal rate
: T+ inflation rate -!
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4.1.2 Owner-Occupiers Pay All Operating Costs

Under this assumption the yearly cash flows for the simulations
discussed in the previous section wefe adjusted to eliminate the
investor's contribution: $30,625 was subtracted the first year and then
its inflation adjusted equivalent for the remaining years. Using the

resd]ting cash flows Tables 4-4 and 4-5 were constructed.

Table 4-4

Simulated Nominal Rates of Return
Assuming 6 Percent Annual Appreciationd
(Owner-Occupiers Pay A1l Operating Costs)

Investment terms

Simulation

10 years 15 years 20 years 25 years 30 years

1 6.85% = 14.85% 17.92% 19.19% 19.83%
2 6.00 13.32 18.30 19.55 19.92
3 6.58 14.39  17.59 19.18 19.61
4 4.50 14.93  17.92 19.44 19.76
5 6.63 14.40 18.07 19.52 20.07
6 1.18 13.61 17.16 18.48  19.10

Average

rate: 5.29 14.25 17.83 19.23 19.72

Standard :

deviation:  2.00 .60 .37 .36 .31

aCalculated as IRR based on initial investment of $467-,000.
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Comparing Table 4-4 with Table 4-2 it is evident that by eliminat-
ing the need for an annual contribution by the investor, particularly in the
early years when fhe‘scheme does not generate'revenue, the IRR dramatically
improves: after 10 years it averages 5.3 percent and increases to 19.7 per-

cent in 30 years.

- 70 -



Table 4-5

Simulated Real Rates of Return on Investmentd
For Various Appreciation and Inflation Rates
(Owner-Occupiers Pay A1l Operating Costs)

Annual Annual Investment term
appreciation inflation % 10 years 15 years 20 years 25 years 30 years

-1.0 5.76% 5.50% 9.29% - 11.45% 12.04%

0.0% 0.0 6.70 4.49 8.20 10.34 ~10.92
1.0 7.62 3.46 7.13 9.25 9.82

0.0 -1.55 8.47 13.90 14.59 15.18

3.0% 2.0 -3.48 6.34 11.67 12.34 12.92
4.0 -5.34 4.30 9.52 -10.18 10.75

6.0 -7.12 2.33 7.45 8.10 8.66

0.0 4.50 14.93 17.92 19.44 19.76

2.0 2.45 . 12.68 15.61 17.10 17.41

6.0% 4.0 0.48 10.51 13.38 14.85 15.15
. 6.0 -1.42 8.42 11.25 12.68 12.98

8.0 -3.24 6.42 9.19 10.59 10.89

0.0: 7.01 19.60 22.68 23.44 23.95

2.0 4,91 17.25 20.67 21.02 21.52

4.0 2.89 15.00 17.96 18.69 19.18

9.0% 6.0 0.95 12.83 15.74 16.45 16.93
' 8.0 -0.92 10.74 13.59 14.30 14.77
10.0 -2.72 8.73 11.53 12.22 12.68

12.0 -4.46 6.79 9.54 10.21 10.67

aBased on the IRR calculated from the cash fiows generated by one
simulation for each property appreciation rate.

" Real rate of return = 1 + nominal rate

1 + inflation rate

-1
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Examining the IRRs set out in Table 4-5 the same trends are appar-

ent as those noted in the previous section; namely, the real rates of

‘return increase over time and with higher rates of inflation. Although

the rates of return are considerably higher in this variant of the:

model, the greatest improvement occurs -in “the fjrst‘,ls‘ years. For:

example, given 9 percent appreciation and 4 percent inflation, the real

return after 10 yeafs is 2.9 percent compared to -8.5 percent where the
investor pays a'share of operating costs. After 30 years the rates of

return are 19.2 percent and 15.5 percent, respectively.

4.2 Development for Sale to Small Investors Under a Favourable

Income Tax Program (A MURB Type Project)

This section examines the possibi]ity that Aprivate “investment

-funds could be channeled into owner-occupied sheltered housing projects

by the introduction of a tax incentive similar tb that offered under
the MURB program. | |

The financial details obtained from one simulation of the model,
where the investor pays 25 percent of the operating costs and apprecia-
tion is assumed to be 6 percent annué]]y, are analyzed using the format
followed by C]aytoﬁ Research Associates.(1981) to illustrate the func-

tioning of a sample MURB.

4.2.1 Project Cost and Sales Information

Referring back to the outline of project costs provided in Section

3.3 we see that the total estimated project cost was $3,092,000 of
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which $692,000 is classified as "soft". If a 25 percent proportion of
the total cost were to be raised through a public offering an addi-
tional soft cost could be anticipated for commission and sales expenses
associated witﬁ this venture. Ih total then about 24 percent of the
total cost could be classified as service costs (soft costs). This has
important income fax implications for the investor'under the proposed
MURB type program. | |

On completion, the sale of the qpartments nets $2,625;000 (49 @
$53,571), and the remaining $875,000 is raised by offering limited
partnership units at $5,000 each (f.e. 175 Units). There could, there-
fore, be as many as 175 Unit holders each with a minimum $5,000 invest-
ment. ,'

Table 4-6 sets out the value of the project in Year 1. Ih this
case - compared to the proforma in Section 3.3 - the profit factor has

been added to each component.

Tab]e'4-6
Value of Assets at Year One
(Dollars)
Total ~ Total Per unit Per unit
value of value of value of value of
25% of 100% of 25% of 100% of
project project - project project
Land 137,800 551,200 787 3,150
Appliances 27,600 110,400 -~ 158 631
Building 496,000 1,984,000 2,384 11,337
| Soft'Costs 213,600 854,400 1,221 ' 4,482
875,000 3;500,000 - 5,000 - 20,000
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Table 4-7

Projected Cash Flow

. (Dollars)
Year Net ' Operating Cash flow Debt service Net cash flow Net cash flow
receipts (§) expenses (%) before debt principal & per unit
: service ($) . interestd
-2 - - - - - -
-1 - - - - - -
1 4,861 30,625 (25,764) - (25,746) (147)
2 10,760 32,463 (21,703) 3,902 (24,795) (142)
3 61,846 34,410 27,436 27,436 ’ - -
4 23,033 36,475 (13,442) 3,503 (16,945) (97)
5 - 38,663 (38,663) 5,536 (44,199) (253)
6 36,010 40,983 (4,973) 10,840 (15,813) (90)
-7 128,367 43,442 84,925 . 84,925 - -
8 199,106 46,049 153,056 33,960 119,097 681
9 ' 113,971 48,811 65,160 - 65,160 372
10 193,288 51,740 141,548 - - 141,548 809
1} ' 216,368 54,845 161,523 - 161,523 923
12 232,229 58,135 174,094 - 174,094 995
13 - 353,342 61,623 291,719 - 291,719 1,667
14 215,350 65,320 150,030 - 150,030 857
15 68,199 69,240 - (1,041) - (1,041) {6)
16 139,205 73,394 65,811 - 65,811 376
17 413,304 77,798 335,506 - 335,506 1,917
18 600,154 82,466 517,688 - 517,668 2,958
19 375,351 87,414 287,937 - 287,937 1,645
20 458,881 92,659 366,222 - 366,222 2,093
Total . 3,843,625 1,126,555 2,717,070 169,292 2,547,718 14,558

AInterest is calculated at the end of each year using simple interest at 12%.
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4,2.2  Cash Flow

Table 4-7 details the projected cash flow components oﬁtained from
- one simulation. The assumption is that the broject takes two years to
develop énd is completely sold out by the beginning of the third year,
~i.e. year 1 of occupation.

| Because the project has a cash flow deficit in the early years it
is assuméd that loans are obtained with repayment of principal and

interest (12%) spread over time, as revenues permit.

4.,2.3 Taxation Considerations

As outlined by Clayton (1981 : 4) the introduction of the MURB
(Multiple Unit Residential Building) program by the federal government
brought together three separate but interrelated tax expehditures to

encourage the development of rental housing. These wereﬁ

o The MURB provision of the Income Tax Act which allowed individuals
and corporations not in the business of real estate to deduct
losses- created by capital cost allowances on rental property from

non-rental income;

o The use of capital cost allowance (CCA) depreciation rates on ren-

tal buildings as opposed to economic depreciation rates; and

o The deductibility of deQe]oper's soft costs against taxable inomce

for rental property investors.
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0 The deduct1b111ty of deve]oper 3 soft costs against taxab]e income

for rental property 1nvestors

Clayton notes that,
The MURB provision leads to a much wider dsé of the CCA provi-
sion than would be the case if investors could not deduct rental
losses against non-rental income; further, if soft costs were
not deductible, they would form part of the capital cost base of-

- the property and would therefore be subJect to capital cost
a]]owance as well. _ v ,

The following analysis of the taxation aspects of the simulation
_ results makes a number of assumptions generé]]y baSed on the MURB
model. Given thé unique character of the fiﬁancingvahd likely Tlegal
strdcture and éonsidering the number of unknowns associated with taxa-
tion regu]afions and policy the purbdse of ihis exercise is obvious]y

only exploratory.

Soft Costs - The prbjecf incurs soft costs totaling $854,400. Under
the proposed taxation treatment these would‘be a totally deductible
expense brovided they were claimed in fhe year in which they were

incurred. | |

Capital Cost Allowance - The capital cost allowances - 5 percent for

the building and 20 percent for equipment - are presented in Table 4-8.
Since the building was under construction in Year -2 CCA was claimed

only in that portion estimated completed at the end of the year.‘
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Table 4-8

Capital Cost Allownce By Component
(Dollars) :

1,306,273

- Building Appliances: Total
Year Cost . CCA Cost CCA CCA
-2 900,000 22,500 - - 22,500
-1 1,961,500 70,975 . 104,000 11,040 82,015
1 1,890,525 94,526 99,360 19,872 114,398
2 1,795,999 898,000 79,488 15,808 105,698
3 1,706,199 85,310 63,590 12,718 98,028
4 1,620,889 81,044 50,872 10,174 91,218
5 1,539,845 76,992 40,698 8,140 85,132
6 1,462,853 73,143 32,558 6,512 79,655
7 1,389,710 69,486 26,046 5,209 74,695
8 1,320,224 66,011 20,837 . 4,167 70,178
9 1,254,213 62,711 16,670 3,334 66,045
10 1,191,502 - 59,575 13,336 - 2,667 62,242
n 1,131,927 56,596 10,669 2,134 58,730
12 1,075,331 53,767 8,535 1,707 55,474
13 1,021,564 51,078 6,828 1,366 52,444
14 970,486 48,524 5,462 1,092 49,616
15 921,962 46,098 4,370 874 46,972
16 875,864 43,793 3,496 699 = 44,492
17 832,071 41,604 2,797 559 . 42,163
18 790,467 39,523 2,238 448 39,971
19 750,944 37,547 1,790 358 37,905
20 713,397 35,670 1,432 286 35,956
677,727 1,146 |
Total 109,254 1,415,527
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'The uhdepreciatéd vé1ue'of tﬁé building in Year 1 is the full cap-
_'ita1 cost ($1,984,000 from Table 4;6) less the depreciation already

‘claimed ($1,984,000 - $93,475 = $1,890,000). In subsequent years, the.
undepreéiated va1ue of'the'bui]dihg‘diminished progressive]y;'as does
the CCA on the building.

Loss for Tax PUrposes - Combining all the receipts and expenses (Table

4-7) with the soft cost deductions and CCA deductions’(Téb1é74-8) the
cé]cu]atioh of loss for'téx purposes is shown in Table 4-9. '
 The large fosses claimed in the'first two years are due primarily
to the deductabf]ity of §oft costs. Subsequent1y, dedﬁctions due tb CCA .
are the largest componeht followed by 6peratin§ costs and interest pay-
ments. Over the years operating expenses grow to become the largest
proportion of dedugti]e expenses.
There are losses for income tax purposes frovaear -2 through Year
7 as well as for Years 9 and 15. In other years the project generates

taxable income.
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Table 4-9
Calculations of (Loss) for Income Tax Purposes

(Dollars)
Year Receipts Operating Interest Soft costs - Capital cost Total Income
' expenses allowance expenses  (loss) for
' - tax purposes
-2 - , - - 590,000 22,500 612,500 (612,500)
-1 - - - _ 264,400 82,015 346,415 . (346,415)
1 4,861 30,625 ' - - 114,398 © 145,023 (140,162)
2 10,760 32,463 3,092 - 105,698 - 141,253 - (130,493)
3 61,486 - 34,410 6,067 - » 98,028 138,505 ( 76,659)
4 . 23,033 36,475 3,503 - 91,218 131,196 (108,163)
5 - ‘ 38,663 5,536 - 85,132 129,331 (129,331)
6 36,010 40,983 10,840 - 79,655 131,478 ( 95,468)
7 128,367 43,442 12,738 . - 74,695 130,875 ( 2,508)
8 199,106 46,049 4,075 - ' 70,178 120,302 78,804
9 113,971 48,811 - - 66,045 114,856 ( 885)
10 193,288 51,740 - - 62,242 : 113,982 79,306
11 216,368 54,845 - - 58,730 113,575 - 102,793
12 232,229 58,135 - - 55,474 113,609 - 118,620
13 353,342 61,623 - - 52,444 114,067 239,275
14 215,350 65,320 - - 49,616 ' 114,936 ‘100,414
15 68,199 69,240 - - 46,972 116,212 ( 48,013)
16 139,205 73,394 - - 44,492 117,886 21,319
17 413,304 77,798 - - 42,163 119,961 .- 293,343
18 600,154 82,466 - 39,971 - 122,437 477,717
19 375,351 87,414 - - 37,905 - 124,319 251,032
20 458,881 _ 92,659 - - 35,956 128,615 330,266

Total 3,843,625 1,125,555 45,851 854;400 - 1,415,527 ‘ 3,441,333 402,292
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4.2.4 Individual Investor's Tax Savings

Thé paper 1os$es incurred for tax purposes in the early years of.
the broject are only usefu]Ito investors who ére subject to a high rate
of personal income tax. For individuals in the 50 percent and over mar-
ginal tax brackets'the proposed scheme. could be -purchased with little
out of pocket_expense. | |

An investor purthasing‘avhinimum of 1 Unit ($5,000) could either
pay thé’toté1 amount at once or purchase by installemnts whereby the
accrued interest on these equity payments would be a tax deductible

expense. The installments required are outlined in Table 4-10.

Table 4-10

Cash Insta]]mentisequired for the Purchase of 1 Limited
Partnership Unit

(Dol1ars)

Year ~ Payment Interest- ond. Total

remainder payment
-2 2,250 | 0 | 2,250
-1 1,050 ’ © 330 1,380
1 400 - 204 604
2 . 350 . 156 506
3 - 350 114 464
4 300 72 ) 372
5 300 36 336

Tota? . 5,000 912 5,912

@Assumes a 12%  interest rate on funds borrowed for purchase of
shares. Interest would be deductible thereby increasing the total
available tax losses.
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Table 4-11

Total Payments, Losses and Net Cash Payment Requirements,
Minimum $5,000 Subscription (1 Unit)
MURB Type Project

(Dollars)

Year Income (loss) Interest on Total taxable Increase Net cash Total Total cash
for tax unpaid Income (loss) (reduction) flow cash surplus
purposes per portion of per unit In Income (deflclf) surplus (deflcit)
unit equity tax per per unit (deflcit) per unit

unit per unit’ discounted

' to year =2
at 12%
-2 (3,500) - (3,500) (1,761) - (489) (437)
-1 (1,980) 330 (2,310) (1,162) - (218) (174)
1 ( 801 204 (1,005) ( 506) (147) (245) (174)
2 ( 740) . 156 ( 902) ( 454) (142) (154) (123)
3. ( 438) . 14 ( 552) ( 278) . - (186) (106)
4 ( 618) 72 ( 690) ( 347¢( « 97) (122) ( 62)
5 ( 739) 36 « 7759 ( 3%0) (253) - (199) ( 90)
6 ( 546) - ( 546) « 275) ( 90) 185 - 75
7 ( 14) - ( 14) ! 7 - 7 3
8 450 - 450 227 681 454 146
9 ¢ 5) - « 5 ( 3) 372 375 107

10 453 - 453 228 809 581 149

11 587 - 587 296 923 627 144

12 - 678 - 678 ’ 341 995 654 134

13 1,367 - 1,367 688 1,667 979 179

14 574 - 574 289 857 568 93

15 ( 274) - « 274) ( 138) . ( 6) 132 19

16 122 - 122 61 376 315 41

17 1,676 - 1,676 843 1,917 1,074 125

18 2,730 - 2,730 1,374 2,958 1,584 164

19 1,434 - 1,434 722 1,651 929 86

20 1,887 - 1,887 950 2,093 1,143 94

Total to ’

End of (8,484) 912 (9,396) (4,728) 1,133 ( 51) (686)

Year 10 - ' .

" Total 473 912 1,385 698 14,564 (7,954) 393
to End: - - - -

Year 20

p—————
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Table 4-11 presents a summary of the payments, tax losses and cash
requirements for an investor with a marginal tax rate of 50.32 percent.

Explaining the columns individually:

o Income (loss) for tax purposes per unit represents the total
income (1oss) from Table 449 divided by the number of units (i.e.

175).

0 Interest on-unpaid portion of equity is from Table 4-10 and repre-

sents a tax deductible expense.

o Total taxable income (loss) per unit is the sum of co]umn5~ohe and

two.

0 Increase (reduction) in taxes'per unit is the amount of taxes paid
or saved'By the investor given that he has a marginal tax rate of

50.32 percent.

o Net cash flow per unit is the amount of the project's yearly net

-cash flow (Table 4-7) which accrues to the investor.

o The total cash surplus (deficit) per unit is the comparison of
total payments required from Table 4-10 with the increase (reduc-
tion) in taxes and the cash surplus (deficit). For example, in
Yearvl the net cash requirehent‘of the investor is $245: although
he saves $506 in taxes he still must pay his $604 installment pay-

ment and his $147 share of the project's negative cash flow.

o The last column presents the investor's surplus (deficit) dis-

counted at 12 percent to Year -2.
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It's clear that an individual in a Vhigh tax bracket could make an
investment 1in the scheme at a miniﬁum out-of-pocket cost. Using an annual
discount rate of 12 percent the investor has, after twelve years, spent the
equivalent of $686 in Year -2. In 1later years, still ignoring capital

appreciatidn, the project's revenues increase substantially.

4.2.5 Tax Aspects of Project Sale

Table 4-12 presents én example of the project being sold-in Year 10.

Table 4-12

Financial Details Relating to Assumed Sale
at end of Year 10 if Entire Project Sold

(Dollars)
Oringinal Undepreciable Assumed Tbta] Recapture Capital
capital capital sale gain gain
cost . cost value _
Land 551,200 551,200 2,000,000 1,448,800 ' 1,448,800
Appliances 110,400 10,669 10,800 131 131

Building 1,984,000 1,131,927 4,257,200 3,125,273 852,073 2,273,800

Soft costs 854,400 - -

Total 3,500,000 1,693,796 6,268,000 4,574,204 852,204 3,722,000

Assuming a 6 percent annual .appreciation rate the entire project would be

valued at $6,268,000. However, the residents would continue to hold a 75
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percent-intérest gn the project. Therefore, the assumption is tﬁat the -
ihvestor would be liable for recapture for tax purposesvof the CCA
'depreciétion and capital ga{ns tax_6n1y on their 25 percent interest.
Table 4-13 outlines the position of alnon-reSTdent investor'hpld-“
ing.one:unit in the brojéct when all investors' interests are sq]d fof.

25 percent of the project's oyera11‘market yalue.

Table 4-13

Profits, Taxes and Net Cash Position for
Minimum $5,000 Unit Investor
(Assumed Sale of Limited Partnersh1p s Interest in PrOJect)

Total Per unit
(Do1lars) (Dollars)
Recapture (25% of $852,204) - 213,051 1,217
Capital gain (25% of $3,722,000) 930,500 5,317
~Taxable capital gain ($930,500 x .50) 465,250 2,659
Assuming an incremental tax rate of
50.32% the income tax liability would be:
Recapture ($1,217 x .5032) | : 612
- Capital gain ($2,659 x .5032) ' , 1,338
Total incremental tax per unit 1,950
Total proceeds from Sale ($6,268,000 X .25) 8,954
: 175

Total income tax incurred 1,950

Net Cash Proceeds , ' 7,004

Present value (Year -2) at _

12 percent annual discount rate :
Net cash proceeds after tax _ 1,798
Discounted total cash deficit

over year -2 to year 10 - (686)

Total present value of investment 1,112
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If an ihdividua] investor holding the minimum one unit were to
sell his interest the taxation implications would be different. The
unit would be treated similarly to stocks so that only capital gains
taxes would apply. However, in that case, whoever purchased the units
assumes the liability for recapture depreciation. .This fact would
undoubtedly be reflected in lower per unit prices than the caSe where

the whole building were sold.

Table 4-14

Calculation of Tax and Net Cash Position for .
Minimum $5,000 Unit Investor
(Assumed Sale of Investor's One Unit)

DQ11ars
Initial Investment 5,000
Accumulated Investor Losses (Table 4 - 11) (9,396)
Negative Balance 4,396
" Accumulated Cash Surpluses (Table 4 - 11) 1,133
Total Negative Balance 5,529
Cash Proceeds from Sale 8,954
Capital Gain 14,483
Assuming a incremental tax rate of
50.32%
Capital Gains Tax Payable o 3,644
Cash Proceeds from Sale 8,954
Net Cash Proceeds After Tax 5,310

Present Value (Year -2) at
12 percent Annual Discount Rate

Net Cash Proceeds After Tax 1,363
Discounted Cash Deficit

Over Year -2 to Year 10 (686)
Total Present Vaiue of Investment 681 _
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Assuming the same sale price as in the previous case, Table 4-14
summarizes the calculations for the determination of the taxes payable

and the cash pcsition of the investor.

4.3 Development Under Non-Profit Sponsorship

~~ Another variant of the owner-occupiéd-she]tered housing mbde] was
developed on the assumptidn that privéte non-profit groups coujd buf]d.
-and operate this tybe bf scheme if govefnhent subsidies were avail-
~able. | | |
‘The subsidies envisaged}wou1d be in the form of guaranteed pay-
ments to the mortgagelh01der‘who had provided the debt finansing for
that portion of the capital cost not covered by revenues from the sale
of the apartments at the discounted prices. In,fhe yeafs where the cash
flow was insufficient to meet the regular mortgage payments_the govern-
ment would advance the necessary amount. In the years where revenue
from the turn-over of units was more than required to meet the mortgage
payment, the surplus would be paid to the government.

The parameters chosen for the simulation were:

o0 As per Table 3-2. the capital cost of the project was set at
$3,092.000. |

o Units were sold at a price of §50,000 for a total of
$2,450,000. '

o A mortgage of $642,000 was obtained at 13 percent interest with a
term of 20 years requiring yearly payments of capital and interest

of $91,391.
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o Property appreciation was set at 6 percent annually.
o The yearly residence fee was set at $3,424.

o The owner-occupier received 35 percent of the appreciation

realized on resale.
o The owner-occupers paid 100 percent of operating costs.

One simulation was run and the results are set out in Table 4-15.
Under the assumptions described above the mortgage would be repaid in
20 years. This would require payments from the government in the first
6 years as well as in Years 10 and 16. However, in the other years the
revenues generated would be sufficient to cover the mortgage and make
payments to the govefnment. When the payments to and from the govern-.
ment are discounted to Year 1 at 13 percent the governmént's investment
in the project is seen to have been paid off comp1ete1y. The scheme
would also be applicable in the case where a variable rate mortgage was
secured. The historic relationship between interest rates and residen-
tia] property appreciation would insure that revenues from the resale
-of units Qou]d keep up with increaﬁes in mortgage rates. In any case.
the payment to government could continue after the mortgage was

repaid.

4.4 The Cost to the Owner-Occupier

Table 4-16 was constructed to examine the owner-occupier's
" investment over a number of years and under several rates of apprecia-
tion. Two measures of housing costs were calculated for the two previ-

ously described variants of the basic model (privately developed
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Table 4-15

'VSiMUlated Cash Flows and Payments to and from Government
for a Non-Profit Type of Sheltered Housing Project

(Dollars)
Year Turnover Net cash - Payments from Payments to Payments discounted
- of units = flows . government government at 13% to year 1
From govern. 1o govern.

1 0 - 91,391 - 80,877 -

2 0 - ' 91,391 - 71,573 -

3 1 12,576 78,815 - 54,623 -

4 2 36,381 55,010 - 33,739 -

5 1 2,161 89,230 . - 48,430 -

6 2 59,643 31,748 - - 15,249 -
7 3 107,564 _ - . 16,173 - 6,875
8 3 126,133 - _ 34,742 - _ 13,069
9 2 96,800 ’ - 5,409 - 1,809

10 1 54,932 36,459 - 10,740 - :

11 2 123,299 - : 31,908 - 8,318
12 - 4 ‘ 274,261 - 182,870 . - 42,189
13 5 378,452 -~ 287,061 - 58,608
14 2 166,076 - 74,685 - 13,494
15 4 269,864 - 178,473 - 28,536

16 0 - 91,391 - 12,931 .-
17 6 615,314 - 523,923 - 65,605
18 3 234,463 - 143,072 - 15,854
19 6 576,265 - 484,874 - 47,549
20 2 166,454 - 75,063 - 6,514
21 6 500,543 - 500,543 _ - 38,441
55 3,801,181 565,436 _ 2,538,796 . 328,162 346,853
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and non-prbfit). It is important to note that neither of these measures

includes normal operating expenses. The first measure, equivalent
monthly rent, is the differencé between the value of the investment
after capital appreciation and the amount received on sale divided by
the number of months the unit was owned. The second, equivalent yearly

rent to original payment, was calculated by first dividing the differ-

ence between the value of the investment after capital appreciation and -

the amount received on sale by the number of years the unit was owned.
Thisvfigure was then divided by the purchase price and multiplied by
100 to give a percentage measure of the cost of accomodation to the
resident owner.-

The relatively high costs evident in Table 4-16 for one year's
residence in the privately developed project is a resuit of the assump-
tion that fees representing 4 percent of the selling price would be
incurred. Over longer time beriods this ekpensé does not have such a
significant impact. In fact, the equiva]entA monthly rent ractua11y
declines over the 15 year period for appreciation rates of 2 and 6 per-
cent. - »

Overall, Table 4-16 demonstrates that at low rates. of appreciation
tﬁe cost of the accomodation is relatively low and stable over time.
However, as would be expected given the apportionment of appreciation
between the investor and resident, the cost of the accomodation to the
resident rapidly increases at higher rates of'appreciatibn and over
longer time periods. For example, for the non-profit scheme thé_equiQa-
lent yearly rent to original payment is 8.15 percent after one year.
Aftef 15 years, asSumfng 10 percent annua]_appreciation,-the ffgure is

20.06 percent.
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Table 4-16

Financlal Position of the Ounef-Occupler In Privately Developed and

Non—Profit Projects After 1, 5, 10 and 15 Years Assuming

2, 6 and 10 Percent Annual Rates of Property Appreclation

Project Type | Years of Ownership ‘1 Year ‘ 5 Years 10 Years " 15 Years
Rate of Appreclation (%) 2 6 10 2 6 10 2 6 10 2 6 10
Non-Profit
Initial Market Vajue/Unit | Value of Purchaser's
$71,429 Investiment ($) 51,000 ~ 53,000 55,000 55,204 66,911 80,526 | 60,950 89,542 129,687 ] 67,293 119,828 208,862
Inltlal Purchase Price j ’
Per Unlt Recoverable Upon .
$50,000 Departure ($) 46,926 47,626 48,326 34,701 38,799 43,564 | 19,593 29,600 43,650 | 4,693 23,080 54,242
Share of Appreclation . ]
358 . Difference as
Cummulative Monthly Equivalent Monthly ’ .
Resldence Charge Rent ($) 340 448 556 342 468 616 345 500 117 348 531 859
- 3285
Equivalent Yearly Rent -
to Original Payment 8.15% 10.75% . 13.35% 8.20%8 11.24f 14.768% | B.27f  11.99% 17.21%| 8.35%8 12.90%8 20.06%
Private Sector
Initial Market Value/Unlt ]| Value of Purchaser's
$71,429 Investment (%) 54,642 56,785 58,928 59,147 71,690 86,277 ] 65,303 95,938 138,949 72,100 128,386 223,779
Inltial Purchase. Price - :
Per Unit : Recoverable Upon .
$53,571 Departure® ($) 48,359 48,810 49,259 36,129 38,733 41,826 | 20,952 27,384 36,418| 5,909 17,729 37,761
Share of Appreclation i i )
258 _ Difference as Equivalent] :
Cummulative Monthly Monthily Rent ($) 524 669 805 384 549 741 370 571 854 368 615 1,033
Resldence Charge
$275 Equivalent Yearly Rent o .
11.73%  14.89% 18.05% 8.59%  12.30% 8.28% 12.80% . 19.14%| 8.24%5 13.77%  23.15%

to Orlginal Payment

16.60%

. BAfter deduction of legal and sale fees equal to 4% of selllng price.



5 CONSUMER AND INVESTOR ATTITUDES

5.1 Attitudes of Potential Consumers

5.1.1 Methodology

-In developing a new product it is important to test the market.

While a structured guestionnaire survey was considered, the relative
complexity and innovativeness of the scheme suggested that a more
qualitative research strategy be used. Therefore, an assessment of the
attitudes of senior homeowners was sought by conducting tWo focus group
interviews. |

The focus or group interview technique used was based on what
Calder (1977) calls the "phenomenological approach" where the object is
~ to obtain a "systematic degcription eeo. OF how. consumers interpret

reality in their own»térms." The problem of generalizability is not

‘considered and ‘would have to be addressed by conducting additional

group and/ok undertaking quantitative surveys based on the analysis of
this preliminary investigation.

Each group consisted of about eight individuals who were recruited
through two senior citizen organizations in the northern. part of the
City of Toronto: a local branch of the Second Mile Club and HINTS
(Housing ih North Toronto for Seniors). Almost all were homebwners or
had owned their homes unti},recent]y; their average age was above 70;
and nearly threquuarters were women.

The purpose of the study and details of the proposed housing model

were initia]]y explained to the group and then discussion was
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encouraged Qn_a number of related topics. The researchef, acting as
group moderator, endeavoured to éncourage parti;ipation and interaction
~ among gfoup members. The interviews lasted approximately two hours and
were tape recorded. | |

Although the discussion was focused on a number of tdpics selected
by the resear;her as mbst relevant to the study, the objeétive of
obtaining fhe participants' "view of reality" was kept in mind when the
subject area wa§ broadened'during the interviews. As a result the
topics discussed reflect both the concerns of the»researcher and the

‘participants.

5.1.2 Results

The{main topics which. were discussed by the focus groups fall

under the following heédings:

o Dissaving during retirement and the_desire to 1eavé a beque;t

A basic concern related to the successful marketing of this type
of scheme is the attitude of seniors to the concept of dissaving.- the.
process wheréby the wealth accumulated during one's working life is
spent during retirement. The proposed scheme would not be of interest
to seniors who wish to leave as iérge an estate as possible and'con-
tinue, in some'cases,>to save a portion of their retirement income. -
However, for those who are less concerned abodt 1eaving a large bequest
the purchase of this type of retirement home may be very attractive;
particularly since it does allow for a rebate to their estates if they
do not live for a long time after purchase and/or the value of the‘

property increases.
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The.views of the participants on this issue are best expressed in
the words of one woman: "There is a nice balance to be gained. You
have to look after yourself first." Although one man was firh in his
desire to maintain full ownership of his residence so that he could
"will it to my daughter”, others were less adament. Typical comments

were:

It's nice to leave your children something.
I want to leave something to my nieces.
I would like to leave my children something. I'd- Tike to

leave a little in trust for my grandchildren so that the road
won't be so hard.

A numbef of pebp]e felt that many seniors are "... influenced by
what their chi]dren say. They save and save and leave everything to
their ch{1dren and spend nothing on themse]ves.'vI On the other hand
several peop1¢ felt that while the desire to leave a bequest is very
common; "jt is becoming less important as a:lot of seniors are giving
to their children during their 1ifetimé." |

The most prevalent view was expressed in the following comments:

A person should enjoy their money while they're here.

My son says: 'We don't want your money. You worked so hard
to bring us up. We would rather see you spend it and enjoy
some of it'. ‘

As far as my children are concerned if I come out even at the
end they will be happy.

My experience is that the money goes for a big car or they
. join the yacht club.

My children say: 'Don't worry about us'.
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o Tenure aﬁd financia] aspects of the proﬁosed scheme

Central to the contept is the idea that many eider1y homeowners
wish to mainfain their staths as owners., It has_been assumed that even
a form of ownership other than freehold:wou]d be seen as providing a
degrée of indepeﬁdence and securify not available in rental accom-
modation. In ;he group discussions this'View proved to be the preva-
lent one. HWOrdsvsuch as "control" and "security" were often used td
~express opinions about the advantages of home ownership and the

features of the proposed scﬁeme.

Ownership provides control ... rather than be at the mercy'of
landlords, rent review, government... . 3

To be in control is very important. If I had a chance I
would have bought another house but this (the sale of his
house and move into an apartment when his wife suffered a
stroke) was an immediate situation.

Although I'm a renter at the moment I would be interested in
buying into this type of project. You have security. Secur-
ity is very important.

I think it is the next best thing to owning a house. It
gives you a sense of security.

In addition to the importance of security and control the

financial aspects of ownership are viewed positively:

‘T would favour some form of ownership - not to gain a profit
but to keep up with rising costs ... As a hedge against pos-
sible increases in costs that you have no real control over
when your income is stable.
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Some possibility of appreciation is attractive although it
may not materialize. Everyone wants to make money.

The fact that someone could shelter some of his investment
income by having it in a project 1ike this has some appeal.

There would be no means test. This would appeal to a lot of
people. '

Uncertainty about rent contfo]s, inflation and the adequacy of

savings were recurrent. themes:

I think the rént controls worries you when you go into an
apartment.

. Seniors move from houses into apartments thinking that they
would be there forever but have found that their rents have
increased fantastically. What can they do? It would be
better to invest in something 1ike this.

We don't know how long our savings are going to last.

Tenancy, however, was not without its supporters. .One woman
expressed her satisfaction with her private rental unit. Another
thought that "A lot of people like the idea of renting. My sister moved

to Heritage Lodge and has become so active."”

o The decision to change residence

Understanding tﬁe process by which o]der'béople change residence
is of primary 1mportance in tailoring housing to fit the special needs
of this group. Overall, the quesfion of health, beig alone and fhe

ability to maintain their homes were seen as principal considerations
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A number of group participants felt that "being alone” was an

important consideration in changing one's residence:

I realize that a person shouldn't be alone. I find that
neighbours today are all so busy that they haven't the time
to take an interest in people around them.

I can't see those people living alone. 1I've had too much
experience with them having strokes and being found later.

There comes a time when you are alone and need some place to
go.

Also, the difficulty and expense of maintaining one's house as

well as the lack of local options were frequently mentioned:

You're suddenly féced with a big house that needs a new
driveway or something."

A lot of people don't want to think about not being able to
deal with their house.

So many seniors have been up here (North Toronto) for so many
years. They have gotten to the point where they can't keep

~up their homes. They want to stay in the area. When you
have been up here for so many years it's quite an experience
to have to go someplace else.

The question of setting a minimum age for the purchase of a

sheltered unit produced the following comments:

People are being forced to retire -early with the present
economic difficulties. That gap between 65 and 70 is a
difficult five years. I would suggest strongly that age
limits be lowered, if possible, to bring it down towards the
60's. :

Don't you think you are going a bit high starting at age 70.
A lot of people have deteriorated by 70. '

You can't be too rigid. You're going to have a variety of

~ persons who want to buy-in. What do you do when a 70 year
old man marries a 40 year old woman?
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However, one man suggested that "the years 65 to 70 are the most
peculiar years - the transition from emp1oymentAincome-to retirement

income." He went on to say:

Many people have a fantasy of what they want to do when they
retire. There should be-a period when a person retires and
becomes acclimatized. I don't think that individuals should
think of 'getting into this type of scheme right on
retirement. There are enough cultural and economic shock
factors that they have to deal with without taking on .
relocating their housing. There should be a 5 year period to
give him time to adjust. ’

0 Management of an owner-occupied-sheltered project.

| ‘The discussions on the topic of how a sheltered prbject should be
managed - and the typeé of services that might be provided is best
summed up in fhe statement of one woman: "We want. control over our
living conditions." While there was general agreement that "There is a
certain moral -and physica] support provided by éeniors amdng théﬁ-
selves", the importance of ehp]oying compefent and.sympathetfc staff

was stressed:

The kind of people that are dealing with older people makes a
difference. The kind of person that would be around to do
service should be interested in what my needs were ... It
could be important to me to have some control over the kind
of person the manager would arrange to have to come and do
these things. It would be a great advantage paying
communally for these services which are usually very hard to
get. ‘ :
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It is important to have privacy and have some shelter - have
somebody noticing what's going on and noticing if the steps
are free of snow. There will be somebody around to help.
It's very hard for people - even with large incomes - to find
a housekeeper. I know a number of older women who are get-
ting slightly frail and need a housekeeper but they can't
find one; can't get someone on weekends or to prepare a meal
at night. How do you do your shopping? Or if you can't see
very well or have a little arthritis in your knee ...

The question of what would constitute an appropriate age mix for

the residents was also discussed in the context of management. One man

thought, "There should be a wide age mix", because "In any group only
about 10 percent are going to take an active part in the management of
the building and you can't'depend on the people who are eighty and

. over."

o Project location, site criteria and design factors

There was general agreement among the particibants that a project'

be located "in the city ... not in the suburbs.” Céntra]ity and acces-

sibility to transportation and community amenities were consideredAvery '

important. The need for a 1eve1 site was also noted. One 80 year old
'woman said that-a]though she had lived in her present home for 13 yeafs
it was-on1y Jast summer that she noticed a small hill on the street
outside her door which made walking difficult.

There was also agreemént on the desirability of having some kind
of greenery around - possibly a roof garden to provide an opportunity

to raise a few plants. One avid gardener said that if a garden was
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- provided he would consider Se]]ing his house and buying into such a
project. | |

Severa] people indicated that they consider a balcony to be impor-
tant. And most agreed with one Qoman who be]igved that a "recreational
area p]anned—jn is very important as far as socialization is con-
cerned."

There was less uniformity of views regarding the most appropriéte

size of units. One woman commented that,

You don't want a very tiny place. You always want a bedroom
and den or two bedrooms. Then you are free to invite someone
overnight. Or if you need care you have someone.

Another stated:

I don't think you need more than one bedroom, I have a friend
who moved into a one-bedroom apartment. She now thinks that
it's as much work as a house.

It was genera]]j agreed, however, that "Some people 1ike a lot of
space and some people like it "cozy" and, furthermore, "there are those
who would prefer lesser amenities and a lower price.”

5.1.3 Conclusions

In general, participants in both “focus groups expressed very
positive views on the proposed owner-occupied sheltered housing
concept. As most of thei subjects were, or had recent}y been,

homeowhers there was ‘a strong feeling that living in one's own detached
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house was the mostvdesirable form of accommodation - all things being
equal. However, there was also the rea]ization fhat their ability to
cope was becoming more problematic and the possibility of having to
move to more appropriate accommodation was something that shdu]ﬁ be
considered. Perhaps thé most contentious issue was the question of the
timing of é move. While some people thought that retirement would be
the most dpportune time to "adjust one's hbuSing“,'others felt that the
impétus to move to sheltered accommodation would come only when the
ability to manage in one's present housing was seriously fmpaifed.

Most importantly there were no comments to suggest that this
approach to dissavings or "paying your own way" was viewed negatively.
In fact, one woman sﬁated that “"some people spend all their money and
thén expect someone to look after them." The prevalent tone was that
of a group of-midd1e class people who were willing and able to pay for
their houSihg and home support services without additional governmenf

assistance.

5.2 Attitudes of Potential Investors

5.2.17 Methodology

Eight interviews were conducted with pension fund administrators,
insurance company investment offiqia]s, a pension fund investment
consu1tant.and a real estate investment fund manager concerning the
possible role of financia] institutions and pensibn'funds as equity

investors in the development of owner-occupied sheltered housing.
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A semi-structured interview approach - was used: the scheme was
first described and then the respondents were asked for their views on

a number of issues.

5.2.2 Results
‘The réépondehts views are grouped under the foT]owing headings:

0 Po]itica1 considerations

There was unanimity ahong thbse intefviewed that  there is cdr-
.rently 11tt1ekinterest in equify investment in residential real éstate '
because of the risk of gbverhment interVention. Comments varied from,
"Commerciaf real estate doesn't have the po11tjcé1 fisks associated

with residential", to the more blunt assessment~that,

Vwé hate .getting into housing. The government has so
screwed-up the market - it's unpredictable. It's a sort of
~risk that, frankly, we don't need. ' :

The fact that the proposed scheme would differ substantially from
a conventional rental project was not considered to provide sufficient

protection from government controls. As one respondent put it:

Maybe the government will put a maximum price restriction on
what the units can be resold for. Then comes the legislation
and its the institution against 50 1little old ladies and
guess who wins.
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o Management problems

There was also a consensus on the undesirability of managing a

residential property - particularly one with elderly residents. Some

typical comments were:

It's easier for a pension fund to take its money and build a
major commercial project and not have to worry about the
social good or soc1a1 bad of having to pass on certain

. increases ...

You are talking about old people and they may not be able to
look after their units as you might like ... You don't want
to have to worry about turn over of people and having to
resell it and the costs associated with turnover ...

We are nof interested or skilled in managing housing. Our

-talent is managing money.

o The availability of more attractive investments .

. work:

Other investmehts were seen as providing a better return with less

Pension funds are investing money in shopping»cehtres,and
other commercial properties. They are not only getting rent
and potential appreciation but also are getting a percentage
of sales.

Today I can buy a 19 year triple A bond which will ye%]d ala

percent coupon ... I can get a risk free bond and not have to

worry about anyth1ng

It's something that wou]d require a lot of convincing on the

‘part of a potential investor that he was going to make a

buck. If he can go and buy a mortgage that gives him 13-1/4
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: percent for the next five years he knows where he is f1ve
- years from now. If he buys a building that we put to him
maybe he makes 8-1/2 percent to.10-1/2 percent for the next.
-five years and then he.increases the rents. He knows that
business and what his chances of success are. Not to say
that they won't take risks but when they do take one it
requires a lot of time and effort on someone's part.

What we have out there is a vast array of investments ... At
this point I consider this project to be fairly risky ... I
would want a minimum 20 percent rate of return, regular cash:
flow and the ability to sell may interest. Personally, I
think these are far better investments than this. If I'm
going to put money in real estate I'm going to put it into a
major shopping centre complex, office tower - something in
the urban core. :

o Economic outlook and investment .decision
Several respondents felt that recent economic trends would dis-

~courage investment in the scheme:

The concept of deflation is gathering steam. That's one of
the problems today with real estate. ‘Major developers are
finding it difficult -to -attract equity or risk capital
because the major inflation of the late 60's and 70's is over
- although right now it may be cyclical it may, in fact, be
secular. People are driving smaller cars and buying smaller
houses. It's a new era. People today are more concerned
about guaranteed cash flow and less concerned about worrying
where 1nf1at1on will be.

I'th1nk that we learned over the last three years with real
estate markets to look for a high current coupon and less
‘capital ga1ns rather than ant1c1pat1ng a lot of 1nf1at1on and
capital gains. That's our exper1ence

We are buying income schemes rather than looking for capital
appreciation. Your scheme banks a fair deal on capital
appreciation. o .

Time horizons today are very short. We could gd through'a

complete business cycle in 6 months. It's a tough sell for
long-term investments.
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~ Our investment time horizon - if you push it out to even 5

. years - tends to be very dicey. We tend to be under the gun
on a one or two year basis. Our parent is publically traded
and they are very conscious of the profits we report. Our

vparent 1ikes us to turn over rea] estate so they can show a
gain.

In the last few years people have tended to have very short
time horizons on investment - the average term of our bond -
portfolio is under 8 years ... It's really dictated on our
perception of the government's ability to deal . with
inflation. :

o Liquidity and césh flow coﬁsiderations

" The dimportance of liquidity and Acash flow considerations in
investment decisions was mentioned by a number of respondents. Thése
comments suggest that a-1ong term and irregular cash flow do not,-in

themselves, preclude investment in this type of scheme:

Liquidity is important depending on where your fund is
situated. If you start laying employees off then the fund
may have to be dug into fairly deeply. If the company
continues to grow and prosper and the average age falls then
it is a totally different situation.

If you can't offer an investor liquidity you must compensate
with a greater rate of return - a liquidity factor may be 3
or 4 percent.

I don't think that irregular cash flow is that sensitive to a
‘company 1like ours because we would match that against
whatever 1jabilities we had ... There are a Jlot of
investments -we have where there is no cash flow for 15
years.

One would say, looking at the 1iability, that an immature
fund has less need of cash flow than other funds.

You must offer a fransferab]e type of investment which has

some marketability; for example, shares or bonds which would
provide a secondary market for 1nvestment
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o Other comments

The following opinions were also offered on the proposed scheme:

One problem is that of doing something that has not been done
before and that's a big strike against you because you spend
as much time explaining the probabilities, etc. as you do on
- the merits of the real estate itself. Second, there are
those who say they do not invest in complicated deals because
they might 'miss something'. So you've narrowed your market.
Thirdly, your talking residential and people don't 1like
residential. o .

You would have to consider whether this type of investment
were permitted under the Pension Benefits Act.

The social value is very attractive to us. -We take that into

account when we are doing investing. If more income could be

generated earlier or where the total return is less but we
' get more earlier it would be more attractive. »

From the standpoint of pension funds it's probably easier to
use a debt structure rather than an equity structure ... If
CMHC guaranteed financing - that's a possibility.

It may be something which you can offer as a tax shelter. If
you can get a tax ruling such that any money put in by an
individual or taxable- corporation may be written off at 50
percent, or whatever ... People tend to be a 1little less
picky on total return when it comes to tax shelters ... They
worry about playing with 50 cent dollars as opposed to making
a score. If you can get this set up as a MURB you can
syndicate ... You need long-term investors who do not need
liquidity.
I see today far better opportunities -in commercial and
_residential developments. That could change. If by law a
pension fund were forced to set aside so many dollars to put

into socially beneficial projects like this then perhaps they
woq]d take a second look.

5.2.3 Cohc]usiohs

The interviews with eight representatives of institutional

investors suggest that none would currently consider an equity
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investment in any kind of residential real estate. Their concern
centres primarily on the possibility of government intervention to
1limit the investors return. Also, they perceive the pfdb]ems and costs
of residential management , particularly for elderly residents, as not
worth the effort given the availability of commercial real estate and
othef investment opportunities.

The present shor?_time horizon for institutional investment was
also mentioned as a factor which would discourage participation in
owner-occupied sheltered housing development. This consideration and
preference for an immediate and regular cash flow were not seen as
unsurmountable problems. However, most respondents felt that the com-
bination of high risk,‘high administrative costs and the greater‘time
required to deal with an ‘innovative and relatively complicated scheme
such as this would demand a higher internal rate of return than the 16
percent (based on a projected 6 percent annual rate of inf]atioh)
that's currently offered on commercial real estate 1nvestments;

| Although the respohdents were unanimous fn their reservations on
making an equity investment in this type of scheme several noted the
possibility of deyé]oping a debt instrument which might be attractive
to institutional investors.'.This would, Howevef, require some sort of
government involvement. Also, the development of an approach based on
a MURB type program for private investors was suggested as another

possibility for financing this type of housing.
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6 CONCLUSIONS

_A-number of recent studies have examined the‘feasib%1ity of re-
verse mortgages as a means of enéb]ihg o1def homeowners to adjust their'
inﬁome and wealth position while remaihing in théir.own homes (e,g;:
Bartel and Daly, 1981 aﬁd Scho]en énd Chen, 1980). Although this method
of cohverting home equify 1nfo'a“regu1ar cash flow h;s the potential
for helping iow income homeowners it is ﬁot a so]utibn to such problems -
as: the difficd1ty and expeﬁse,of heating and‘maintaining a house;
social isolation; lonliness; frai]ty and the worry and uncertainty of
living alone. - |

The hOusing scheme outlined in this. report offers elderly home-
aners an éttractive option. Not on]y.does'it allow the use of home
‘equity but it provides accomodation‘which i§ easier and more ecqnohica1
to mgintain, allows for spontaneous social contact with peers, ensures
security and support-and encourages and sustains indépendence. Aithough
. the actual level, intensity and form of the supportive services can be
taijored to Meef the particular requirements of the residents, the fact
that the elderly will be "paying their own way" will encourage devel-
opers/sponsors to devote greéter attention to producing products that
better satisfy the range of needs and preferences which exists in the
community.

In- addition to improving the well-being of the elderly the scheme
offers broader social benefits. The bost of various government tax-
transfér-programs could be reduced if "poor" elderly homeowners had
easier "access" to their major financial asset - the equity in their_

homes. Government subsidies could then be more appropriately directed
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to those o1der Canadians who have.inadequate incomes and few asSetS.

“Also, the deve]opmenf. of owner-occupied sheltered housing would in-
crease the availability of ekistihg family housing in older neighbour-
hoods where schools and recreationai facilities may be underutiTized.
This would not, however, be at the expense of “exi]ihg" older people to
~ distant and unsuitab]évlocations as the small scale of the brdjects
make them eaéy to integrate into local communities.

‘A1thOUgh the proposed concept of owner-occupied shé]tered housing.
has many desirable feétures the sfudy identified a number of practical
problems associated with its-deve1opment. These‘are'principa11y related
" to the financial aspects of the scheme. First, its financial viability
- is parficu]ar]y dependent upon'continuing capital appreciation/ infla-
- tion over the years. Given preséntveconomic conditions investors are
particularly cautious about 1ong-term invesfmehts, barticu1ar1y in res-
idential real estate. ' |

'Second,:the return to the investqr, whi]e substantial in the long-
term, is slow to be realized and_unpredictab]e on'a year to year basis.
Even -for schemes where all operating costs lare‘ pafd .by the owner-
occupiefs_thebinveétor,wou]d not rea1ize an acceptab]e average rate of
return 6h his capital for up to 15 years. However, the simulation re-
su]fs on which thesebconc1usions are based are themselves predicated on
quite conservative éééumptions. If, for e*amble, uﬁfts "turned-over"
more frequently as a result of an 6]der and more mobile resident popu-
lation the investor's position would improve considerably.

A THird, given the newness.of the concept, the associated risks and

| the conservative nature of most investors, development of this housing
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mdy_require the initiative of government. It could take two-forms: tax
incentives to deve]opér/investor and programs designed to enable non-
profit sponsorship of brojects. However, once the viability of the con-
tept was proVen the brivate sectof would be 'in a position to proceed on -
its own and develop a variety of schemes to'méét-the diQerse demands-of
a rabidTy growing market. In fact, the financial structure described in
this study is particular1y flexible and lends itself to refinements
which would increase the mafketabi]ity_of the scheme to inveétors and
~owner-occupiers alike. For examp]e, risk could be reduced by indexing
the residence fee to the prime interest rate, basing the residence fee
on the investofs Share of the property's aﬁpreciation, adjusting the
- level of investor participafion, or some .combination of the above.
Overall, both the public and private sectors have ihpdrtant roles to
play if this concept is to be deveioped.

The affordabi]ity{of the accomodation for older homeowners and
consequently the size of the market are questioﬁS‘which must be exam-
ined moré closely. In many cases the existing home equity of older
pebp]e and those approaching retirement is currently of sufficient
value to allow them to buy into a sheitered housing scheme. Neverthe-
less, this capability varies quite widely acrossvthe country. - Those
‘living in larger urban centres are generally in a better financial
poéition than those in rura] areas or smaller centres and there are
substanfia] variations wifhin cities. - However, the scheme offers con-
siderable flexibility. Projects can be designed to fit particular seg-
ments of the market. For example, Unit size énd quality of construction
can-be adjusted without compromising the primary objective of providing .

affordab]e, secure and supportive accomodation.
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In additon to the value of existing housing the distribution of
owner-occupied sheltered accomodation will also deﬁend on the availa-
bility of suitable sites. Because the elderly are more sensitive to
environmental conditions it is essentia] that development takes place
within well established neighbourhoods on level sites which are close
to shops and public transportation. In many urban areas sites with
these attributes may not be readily obtainab]e; Special zoning pro-
visions could, however, be adopted to encourage the development of
these projects. |

Although the development of projects within existiﬁg neighbour-
hoods will assist marketing efforts a number of factors suggest that
there may be considerab]e consumer resistance. First, new products are
suspect. Sheltered housing for the elderly is still largely unknown in
Canada. In addition, the concept of home equity conversion or dis-
savings has only . recently received limited public attention. And
second, elderly homeowners are often re]unctant to move from their
houses; Therefore, a marketing strategy must fu1f111 a basic education
function, allowing the potential purchaser to become familiar with the
physical, financial and social attributes of.the scheme. Also, due con-
sideration must be given to the fact that older people will perceive
and evaluate the scheme within the context of those "push" and "pull"
factors which influence their decision on whether or not. to change res-
idence. For example, a large market may be tapped among the -healthy
young-dlds if the independence and long-term security aspects of the
housing is emphasized. On the other hand, focusing on the supportive

elements of the scheme would genérate interest among those older people
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who are experiencing difficy]ties-in maintaiﬁing their homes.

Although many details remain to be looked at '-. particularly a
legaT structure based on a hspecia1 purpose condominium“-e the scheme’
outliﬁed has considerable merit. While not providing a universal solu-
tion to the brobieﬁs of the eider]y it haS'the.pofentiaI of becoming a
desirable housiﬁg option for'the growing number of e1der1y-hqmeowners

in the population.
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APPENDIX I: LEGAL ASPECTS

A. "Leasehold" Sheltered Housing

One of the objectives of this study was to determine from a legal
point of view whether "leasehold” sheltered houéing, as that concept
has been developed in Great Britain,.has any relevance in the Canadian
setting.

In a previously published work, "Leasehold She]téred Housing for
the E]deriy in Britain",l there is a full description .of the four
types of leasehold sheltered housing schemes in Great Britain. These
are loan stock schemeé, sheltered housing for sale schemes, shared
ownership (LSE) schemes and equity-sharing schemes.

Each of these schemes is a variation on one basic concept: in
return for a capital investment én elderly person obtains a long term
lease (i.e. 60, 99 or even 150 years) to a sheltered housingAunit in a
small housing project, usually made up of between 20 and 50 specially
.designed one and two bedroom units. |

From a legal point of view, an ané]ysis of the appropriateness of
such "leasehold" arrangements in a Cénadian setting must begin by_an
identification of the reason for the “]easeho]d" approach -in Great
Britain.

According to Sherebrin, "sheltered housing" fdr the elderly was
initially developed by municipal councils and by non-profit housing-
associations in the form of rental housing: the "sheltered" aspect
beihg found in the specially designed, se]f-céntained units linked to a
resident warden/caretaker by an emergency alarm or intercom systém. The

grouping tbgether of the elderly tenants allowed the more efficient
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'de1ivefy of social, medical and othec support services‘(i.e.‘mea1s'dn'

- wheels etc.) while allowing each elderly perSon the sense of freedom
‘and independence that comes from occupying a sé]f-contained‘unit. In.
' the renta1'context all maintenance of the units and other facilities is
the resbonsibiTity of the 1and16rd, thus.the e]der]y,tenant 1srno£
burdened by the physical and/or financia1 sfrein accompanying Such a
responsibility.

The "leasehold she]fered'housing“ schemee noted abdve-have been
deveiped in Great Britain td meet the perceived needs of those elderly
. persons who would not'qua1ify for the "rental she]tered_houéingf being
built and managed by lnunicipa1 councils and ndn-profit‘ associations
because of higher incomes or asset base or because of the desire by
these elderly persons to have the greéter independence and equity
gnowthvsharing that is én‘incidence.of,"owning" dne's own unit. |

dApart from the "ownership" aspect relating to the individual unit,
all other attridutee of ‘"rental® and "leasehold" sheltered housing
projects'are the same. As a result, the Tegal consequences of a person -
' "bwning" a dwelling unit and not "ownind" or being responsible for the
maintenance of the grounds arodnd it or ény_of the other common facd]-
ities in the housing‘broject had to be addressed; wdthin the. British -
common law and statutory setting.

In Great Britain, the notion of owning a house or dwe1]ing unit on
lands that are leased on a veryv16ng tern lease (i.e. 50, 99, 199
ryears)'is well established. Furthermoce,vin Great Britain the 1egis1e-
tively created concept of ‘condominiumz does not exist. Thus,
"leasehold" sheltered housing scheme;_ were deve]oped as the‘-most
reasonable response to the legal and institutiona1 seftfng in Great

Britain.
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In Canada, where all jurisdictions have enacted condominium legi-
slation, resort to the British "leasehold" concepts discussed by
Sherébrin is unnecessary from a legal point of view, for reasons which
will become apparent later and is tVikely impractical from a financial
and marketing point of view; |

The remaining part of this ana1y$is will focus on the way in which
the conéept of condominium housing can be put to use in the "sheltered
housing context". In choosing to consider "condominium" as a logical
vehicle for the delivery of sheltered housing, the writer is hot ignor-
ing the possible application of other forms of housing, such as
co-operatives; incorporated apartment companies (a vériation on the
co-operative) co-ownership and short term leasehold.

Each of the foregoing housing forms has distinct weaknesses in
comparison with the COndominium form of hoﬁsing if an uﬁder]ying objec-
tive is to ensure both security of tenure and participation in the
enhanced'equity,of the prbperty. |

InISUmmary, the benefits over similar forms of housing which make
condominium a worthy - candidate as a vehicle for the delivery of
sheltered housing for the elderly afe: |
1. ownership of the‘individua] housing unit in fee simple;

2. ~‘cb-ownership of the common elements;

3. individual mortgage on the housing unit;

4, individual tax assessment and collection;

'S. right to enforcement of positive covénantS»(of,rehairs,

maintenance.etc.){ 7
6. participation, if desired, in the management of the condominium;
7. central administration.'ofi repairs, .maintenanée, recreational

facilities etc. (and individuaT units, if desired).
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B. "Condominium" Sheitéred Housing

In a typical highrise'cr_townhouse condominium housing develop-
‘ment, the individual apartment suites or townhouses are kn0wﬁ as
"units". Each owner holds legal -title in,fee simple .to the unit. A
"unit" in-a tbﬁnhouse deve]opmeﬁt mayvbe defined fo include a modest
backyard area in addition to the individual townhouse suite.

A1l parts of the hbﬁsing devé]opmehf which are not defined and
so1d as "units" are'known as "common elements". Iﬁ én.apartment build-
ing the grounds;'the_lobby, the elevators, the ha]]wayé; the recrea-
tional facilities, the basement and the ceﬁtraf‘heating‘and afr con-
ditionin§ facilities are likely to'bé common elements. In a townhduée
'deve]opment, depénd%ng on its actual form (i.e. Staéked townhouses,
street townhouéing etc.)'gome or all of the above elements will be
common elements. |

| A]] common elements are held by the owners of individual units as
tenantshin.common and such interest in the common elements cannot be

separaed from the dwnership of the unit.3

-(a) - Financing the Purchase of the Dwelling Units

Without reviewing the financfa] dgtai]s involved in actually buy-
ing the land upon which the condominium‘devé1opment will be constructed
and ‘in building the project, it is sufficient for this‘study to note
that ultimately each unit owner obtains tit]é to the unit plus a pro-
portionate. interest as tenant in éommon of thé common eléments; both
1ega1 interests beiﬁg basically indivisable and subject to any mortgage
that was required to make the purchaée. Thds,_any financial arrange-
ments inherent in the sheltered purchase arrangemehts can be managedvon_

a unit to unit and individual basis.
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As a result, if the financial scheme anticipates that elderly
occupaht(s)/owner(s)'w111 bé assisted by an investof who wishesvto parti-
cipate {n the capital appreciation of the unit (as opposed to receiving
interest and periodic pkincipé] repayment on the mortgage loan), such
arrangements can be readily established unit by unit to meet the indi-
vidual ihvestor. For instance, -each unit could be purchased by
occupant(s)/oWner(s) and investor(s)/owner(s) as tenants in cohmon in
accordance with an agreed upon proportionate interest or each unit could
be purchased by a share capital corporation, the sole shareholders being
the occupant(s)/owner(s) and the'investor(s)/OWner(s). A shareholder's
agreemenf would set out the rights and responsibilities of the parties
- including arrangementé regarding resales.

In short, the condominium "ownership" relationships appear to
offer the flexibility in arranging financing that is necessary for the
financial schemes discussed elsewhere in this'study. Furthermore, it is
é form of housing that is well known and accepted by all kinds of finan-

cial institutions.

(b) Management of the Housing Project

Management of a condominium project is the responsibility of the
condominium corporation which is created by the registration of the
v"déc]aration“ and the "description" respecting the project.4

The principal duties of the corporation are:

1. to manage the property and any assets.bf the corﬁoration;
2. to control, manage and administer the common’elements;
3. . to effect cdmp]iance,by the owners of units-With the provisions of

the Condominium Act, the declaration, the by-laws and the rules.?
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Eéch unit - owner énd unit mortgagee has the right to the performance
of any duty of the corporation. Thus;va unit owner can compel compliance,
if the corporation is lax. |

In the first {nsténce, tHE'corpbratjdnfis responsib1e}for repairing
- both units and common: elements affer damage whi]é:it.fs also responsile
for maintaining fhe,commdn[e]ements.»The unit»ownef is responsﬁble for
maintaining thé um't;6 However, the "declaration" .for the condominjum
may alter th{svfelationship by requiring thé owner to repair his or her
unit éfter damage and to maintain the common elements or by requiring the
cbrporation to maintain the unit5.7 1n any eveﬁt, the corporation is
'authorized and required to make any repafrs that_a'unit-owner is obli-
gated to make énd which are nof madé within a feasonab]e time.8

~ The sfgnifitance of:this management responsibility is that it is
possible to so arrange matters’in establishing a.cohdominium thatbthe
elderly unit owner is able to'reTy on‘someone else with respect to those _
matters Whith'afé so often a worry and a drain, both financially and
enotionaljy (i.e. 1andscap1ng; snow removal, painting, repairs etc.).
Such expenses would be collectible as a sebafate charge from each unit
owner.9 |

.I" addition, the provisiohrof a warden and the provision of central
recréationa] and. health facilities can be arranged and managed by the
corporation as bart of the common elements.

Notwithstanding that the cofporaiionvmay be responsible for the man-
agement'of the project, the individaul unit owner has the opportunity to
~participate in such managément decisions to the'eXtent that he or she may
wish because the corporation is fun by a board of directors of at least '
three persons, elected by the unit owners;lo The, by-laws of the

corporation can require'that'qn1y unit owners‘may be members of the board
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of directors. The Act also provides a mechanism for ousting a board of
directors that has lost the confidence of those unit owners owning a
majority of the units in a project.ll

As a final note on the mattér‘of management, the board of directors
may determine to proceed by way of self-management, hiring outsiders for
specific tasks (i.e. maintenance of thev grounds, repairs to servicés
etc.) or by hiring. professional managemenf. The advantage of thé latter
is the obtaining -of e*berienced personnel and continuity and stability,
where members of the board of directors may chahge frequently.

| The question of which approach is to be taken is entirely within the

jurisdiciton of the bbard of directors.12

In summary, considerable flexibility is available in establishing
management responsibility under the Condominium Act so that one can
fine-tune a project to the partich]ér management and f{nancia1 formula
felt appropriate to any particu]ar market while ensuring -an “adeguate
metﬁod of delivering a level of recreational, social and hea]tﬁ care that

js suitable for a particular project.

(c) Establishing Special Purpose Condominiums

It is qu1te perm1ss1b1e to provide in the "declaration" estab11sh1ng
a condominium for a unique spec1f1cat1on of those items which constitue
~ common expenses.13 (as opposed to those expenses which relate soley
to the operation of common elements). Furthermore, special provisions
relating to: |
o the occupation and‘use of the units and common elements (ie.
age restrictions relating to owners and occupants of units);
o‘gifts, leases and sales of units;

o the obligation to répair and maintain units and common elements;
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may be established in the declaration.l4

The declaration may not be amended except with fhe conscnt of all
- owners and‘ all persons 1havihg rregiétered mortgages‘ égainst ’the
property.15

Thus, oneAcan.e$tab1ish‘a'specia1 arrangement for any paftiCu]ar
condomihium and assure any potentiaTx owner of  the stabi]{fy of that

arrangement over time.

’ (d) Government Supérvisioh of the Condominium Project

A condominium, being a creature of statute, must méec fairly .
. rigorous government sténdards to proceed; Furthermore, the Agi_pfcvides
fair]y reasonable 'safeguards for dnitv owners once the condominium is
~established. Some of these haQe been reviewed a1readyc In this work, it
is not appropriate to thorodgh]y review all of the others; however, since
the physical planning of a sheltered prcject ierery'important, a Word
about the role of goVernment in this regard is in ordec;

In Ontario, a description of a'cohdominium may not be registered
unless it is approved, dr an exemption from such appfoVa] has been given,
by the Minister of Municipal Affairs and Housing (or a de1egate).16

As a result of the foregoing, a condominium project is given the
same thorough review on planning grounds as 1is a b]an ~of sub-
division.l7 Many municipa]itiesc have developed special policies
relating to condominium projécts that take into consideration the unusual
characteristics of this form of hbusiﬁg. These policies relate to the'
proQisidn of special ahenities such as play and recreational areas fqr
chderen }and adults, and to parking requirements, gafbage collection
arrangements_ and many other features. in order ~for a prcject to be

abproved, these policies must be satisfied.
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Were "sheltered" housing for the elderly to be provided.in the con-
dominium form, special policies cbu]d be developed for suéh housing and
be made a requirement of the approval of such projects. Thus, the public
interest in ensuring that such "sheltered" projects meet the real phys-
ical recreational, social and medical needs of the occupants could be

satisfied.

D; Conclusion

It is conc1udéd that from a legal point of view the highly adaptable
condominium form of housing is the favoured vehicle for the delivery of
"market" sheltered housing for the e]der1y for the many reasons discussed
above.

There seems tq be 11tt1e reason from a 1egé1.point of view to import
the "leasehold" approach from Great Britain when we have in Canada an
apparently more appropriate and flexible tool.

Co-operative, in particular non;pfofit co-operative, housing may be
appropriate for "assisted" sheltered housing, however an investigation of
the "assisted" model was not part of the terms of feference for this

“study. Thus, no conclusions have been drawn in this regard.
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1.

S~ w

10.
11.
12.

The Condominium Act R.S.

The Condominium Act R.S.

FOOTNOTES

D. Sherebrin, August, 1982, Canada Mortgage and Housing Corporatioh;

The term "condominium" refers to a system of ownership whereby each
dwelling unit in a multi unit project is owned individually while

- all other property associated with the project (i.e. the .common

elements). is held in common by all unit owners; each owner holding"
as a tenant in common. A condominium may be capable of being estab-
lished at common law, however, two fatal weaknesses are inherent in

. such a scheme that render it impractical. Firstly, since the common
elements are owned by tenants in common, a person could bring an -

action -for partition of the common element and end the condominium.
Secondly,positive covenants (i.e. covenants that require someone to -
do something, such as repair as opposed to negative covenants which
merely forbid. someone from doing something, such as not to disturb
someone else) cannot be made to run with the land and therefore

‘ultimately become unenforceale against subsequent owners of the

units (although enforceable against the original owner as a matter
of - personal contract)._ The 1legislatively created condominium
prohibits, except in rare cases, the partitioning or dividing of

‘common elements and makes positively covenants enforceable aginst

subsequent owners of units.

The Condominium Act R.S.0. 1980 c.84 s.7(1) and s. 7(5).

The Ontario Tegislation is used as the basis for the ana]ys1s in.
this study.

The Condominium Act R.S.0. 1980 c.84 s.10(1)

The Condominium Act R.S.0. 1980 ¢.84 s.12(1), (2), (3)

. 1980 c.84 s.12(5)
. 1980 c.84 5.41(1), (2), (3)

The Condominihm Act R.S.

The Condominium Act R.S.
1980 c.84 s.41(5)

1980 c.84 s.41(6)

The Condominium Act R.S.0. 1980 c.84 s.32

The Condominium Act R.S.0. 1980 c.84 s.15(1)

o o o o o O o o o

The Condominium Act R.S.0. 1980 c.84 s.15(8), 19

Usually the initial property manager of a condominium is chosen for
a project by the developer of the project by the entering into of an
agreement before reg1strat1on of the project or soon after. Section

. 39(1) of the Act gives the corporation, once the declarant no longer

controls the ma30r1ty of units, the r1ght to terminate such agree-
ments, on the giving of 60 days' notice in writing.
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13.

14,
15.
16.
17.

According to the Act, "common expenses" are defined as "the expenses
of the performance of the objects and duties of the corporation and
any expenses specified as common expenses in this Act or in a
declaration. (s.1(1) (h))

The Condominium Act R.S.0. 1980 c.84 s.3(3)

The Condominium Act R.S.0. 1980 c.84 s.3(4)

The Condominium Act R.S.0. 1980 c.84 s.50(2)

The Planning Act, 1983 s.50
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APPENDIX 'II: AGE SPECIFIC'MORTALITY RATES

Group Annuity, 19831 " Canada, 1975-19772
Age Male Female Male "~ Female
60 .00916 " .00424 .01843 - 00872
61 .01006 .00470° - ,02007 .00950 -
62 .01113 .00521 .02188 .01039
63 -.01239 .00577 .02380 .01137-
64 .01387 .00639 .02582 01242
65 . .01559 .00706 . .02800 .01357
66 .01758 .00782 ~.03039 © . .01488
67 .01980 .00868 .03306 .01638
68 .02223 .00970 .03598 .01802
69 .02482 .01092 .03910 .01978
70 .02753 .01239 .04248 02172
71 .03035 .01413 .04614 .02393
72 .03337 .01616 .05013 .02646
73 .03668 .01848 - .05435 .02921
74 . ©.04039 .02109 .05879 . .03214
75  .04460 .02399 : .06357 .03540
76 04939 .02718 .06882 03915
77 .05476 .03067 ~.07466 .04353
78 .06068  .03446 .08102 = .04846
79 . .06713 .03855 ~.08780 .05381
80 .07407 .04295 .09514 .05976
81 .08148 .04766  .10316 -.06644
82 .08932 05269 ©.11198 .07403
83 .09753 .05807 .12153 .08240
84 .10605 .06381 .13172 .09147
85 .11484 .06992 .14268 .10138
86 .12417 .07657 .15453 .11229
87 .13387 .08446 .16741 .12435
88 .14407 .09194 .18121 . .13746
89 .15486 .10135 1.19588 .15152
90 .16631 11175 - L2118 .16668
91 ;17821 .12308 ~.22826 .18309
92 .19046 .13563 .24624 .20092
93 .20301 .14958 .26531 .22005
94 .21790 .16510 .28557 .24038
95 - .23409 .18242 .30695 .26207
96 - 24844 .20176 ‘ .32966 .28528
97 .26395 .22204 .35381 .31015
98 - .28080 .24390 .37414 .33101
99 .29915 .26819 .39058 .34778
100 .31919 .29519 .41100 .36894

>1 Society of actuaries, Committee on Annuities, "Exposure Draft:
Development of the 1983 Group Annuity Mortality Table - An Interim
Table for Group Annuity Annual Statement Valuation".

2 Statistics Canada, Life Tables, Canada and Province 1975-1977.
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